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May 25, 2006.
Ms. Surekha Sellahewa,
Colombo Stock Exchange,
#04-01 West Block,
World Trade Centre,
Echelon Square,
Colombo 01. Fax : 2448925 /2445279
Dear Madam,

JOHN KEELLS HOLDINGS LIMITED
FINAL DIVIDEND CF 10% FOR THY FINANCIAL YEAR ENDED 31/03/2006

The Annual General Meeting of the above company will be held on 30 June 2006.

The final dividend ot 10% will be paid on 30™ June 2006. The shiare transfer books of the
" company will be clased with effect from 26® June 2006 tr. 7 Time 2006 (Both days
inclusive). Kindly forward us the Ex dividend date. '

Yours faithfully,
For JOHN KEELLS HOLDINGS LIMIATED
KEELLS CONSULTANTS LIMITETS

4\‘,&\/&, /\/y./\_,.)\.ﬁ."
SECRETARIES




John Keells Holdings Limited

130 Glenanie Street, Colombo 2, Sri Lanka
Tel +94 (11) 230 6000 Fax +94 (11) 244 7087
ikh@@keells.com  wwwkeells.com

X
\ . .
26" Mav 2006 (e - }S)V

The Director

Colombo Stock Exchange
World Trade Centre
Colombo

Attn: Ms S. Sellehewa

Fax; 2448925

Dear Madam,

"JOHN KEELLS HOLDINGS LIMITED - SCRIP ISSUE

We write to inform you that the Board of Directors has today decided to make a scrip

issue of cne (1) new ordinary share for every seven (7) ordinaty shares held.

Yours faithfully,
John Keells Holdings Limited

~

JRF Peitis
Group Finance Director
~r”
JJ'
\M .




JOHN KEELLS HOLDINGS LIMITED CIRCULAR TO SHAREHOLDERS

28th May 2006
Dear Sir/Madam,

CAPITALISATION OF RESERVES AND ISSUE OF BONUS SHARES
The Board of Directors of your Company is pleased to
recommend to the shareholders a Bonus Issue of 57,163,177
fully paid ordinary shares of Rs. 10/- each to the holders of
ordinary shares in the Company as at end of trading on 13th
June 2006 in the proportion of one (1) new ordinary share for
every seven (7} existing ordinary shares held, by capitalising
a sum of Rupees Five Hundred & Seventy One Million Six
Hundred & Thirty One Thousand Seven Hundred & Seventy
{Rs. 571,631,770/-) being part of the total amount of Rupees

Five Billion Two Hundred & Eight Million Five Hundred & Sixty

Nine Thousand only (Rs. 5,208,569,000/-) standing to the credit
of the share premium account in the books of the Company as

at 30th April 2008.

These new shares, upon allotment, will rank pari passu in alt
respects with the existing issued ordinary shares of the
Company, subject to approvat of the shareholders, and in any
dividend declared after the date of issue. The new shares wit!
not be entitled to the 10% final dividend for the year ended
31st March 2006 which is to be declared at the Annual
General Meeting {AGM) to be held on 30th June 2006.

In allocating Bonus Shares the shareholding of the
shareholder, as appearing in the Central Depository Systems
{Pvt.) Ltd. (CDS) and the Shareholders Register maintained by
the Company will be aggregated in so far as the identity of
such shareholders is verifiable from the information availabie

with the Company.

Fractional entitlements of ordinary shares will not be allotted
to the relevant shareholders. Instead, the sum total of each
fraction of shares will be allotted to the person(s) nominated
as Trustees by the Directors. These shares will subsequently
be sold and the net sale proceeds will be distributed to the

members in the proportion of their fractiona! entitlement.

An application has been made to the Colombo Stock
Exchange for a quotation of the new ordinary shares and this
application has been approved in principle. Once the requisite
resolution has been passed by the shareholders, the Board
will allot the new shares and issue Letters of Allotment to the
shareholders according to their entitiement with provision for

splitting and renunciation.

Please see your Letter of Allotment for instructions, which will
be posted to you after the Extraordinary General Meeting to

be held for this purpose.

The Share Certificates will be issued within 7 market days

from the last date of renunciation.

The requisite resolution to give effect to the above mentioned
Bonus Issue is set out in the attached Notice convening the
Extraordinary General Meeting. Members who are unable to
attend the meeting in person are requested to complete the
enclosed Form of Proxy (in accordance with the instructions
specified therein) and deposit it at the registered office of the
Company not less than 48 hours before the time appointed for

the meeting.

BY ORDER OF THE BOARD

JOHN KEELLS HOLDINGS LIMITED
SECRETARIES

KEELLS CONSULTANTS LIMITED



NCTICE OF MEETING o

NOTICE IS HEREBY GIVEN that an Extraordinary General
Meeting of the Shareholders of the Company will be held on
30th June 2006 at the Ceylon Chamber of Commerce, Nawam
Mawatha, Colombo 2, immediately after the Annual General
Meeting of the Company for the purpose of considering and if
thought fit, passing

AS AN ORDINARY RESOLUTION TO CAPITALISE RESERVES AND TO
{SSUE SAME AS BONUS SHARES

“That a sum of Rupees Five Hundred & Seventy One Million
Six Hundred & Thirty One Thousand Seven Hundred &
Seventy (Rs. 571,631,770/} being part of the total amount
standing to the credit of the Share Premium Account in the
boaoks ofcthe Company as at 30th April 2006 be appropriated as
capita!'to and amongst the Shareholders or to their nominees
as at ;and of trading on 13th June 2006 in accordance with the
respective rights to which they are entitled upon a
capitalisation of Reserves and be applied in paying up in fult
on behalf of the said Shareholders 57,163,177 ordinary shares
of Rupees Ten (Rs.10/-) each in the capital of the Company,
thereby increasing the Issued ShéreyCapital from Rupees Four
Billion One Million Four Hundred & Twenty Two Thousand
Four Hundred. {Rs.4,001,422,400/-) to Rupees Four Billion Five
Hundred & Seventy Three Million Fifty Four Thousand One
Hundred & Seventy {(Rs. 4,573,054,170/-) and that such
Ordinary Shares be issued and distributed as fully paid
Ordinary Shares amongst such shareholders or their

nominees in the proportion of one (1) new Ordinary Share for

every seven (7) Existing Ordinary Shares of Rupees Ten
{Rs.10/-) each held as at the said date, in satisfaction of their
respective share and interest in the said capitatised sum and
so that the new Ordinary Shares shall be issued on terms that
the new Qrdinary Shares so issued shall rank pari passu in all
respects, including the right to participate in any dividend
declared after their issue, with the existing issued Ordinary
Shares of Rs.10/- each in the capital of the Company. The new
shares will not be entitled to the 10% fina! dividend for the
year ended 31st March 2006 which has been declared at the

Annua! General Meeting {AGM) on 30th June 2006.

BY ORDER OF THE BOARD

JOHN KEELLS HOLDINGS LIMITED
SECRETARIES

KEELLS CONSULTANTS LIMITED
Colombo

29th May . 2006

Note: A Member who is unable to attend the meeting is
entitled to appoint a proxy to attend and vote in his or
her place. A proxy need not be a member of the

Company. A Form of Proxy accompanies this Notice.



FORM OF PROXY

[/ VW8 THE UNGBISIANEU, crrvvverrusrersessinieeresiesisiasansessssasiesescs sssssrsstossssssonsssssssssesssses eessssssssin s 8 sassesassssasasossssiesssssssanessesssasesssssasesessassnssesessasnsssssminssssasansos of

............................................................................................................................................................................................................. being a member /s of

or failing him / her

MR. SUSANTHA CHAMINDA RATNAYAKE of Colombo or failing him
MR. AJIT DAMON GUNEWARDENE of Colombo or failing him
MR. GERARD SUMITHRA ABEYWARDANE GUNESEKERA of Colombo or failing him
MR. JAMES RONNIE FELITUS PEIRIS of Colombo or failing him
MR. TARUN-DAS of Colombo or failing him
MR. SARAVANAMUTHU EASPARATHASAN - of Colombo or failing him
MR. EMMANUEL FRANKLYN GAMINI AMERASINGHE of Colombo or failing him
Mﬁ. NIHAL CHANDRA VITARANA of Colombo or failing him
MR. STEVEN ENDERBY ' of India or failing him

MR. MOHAMED VAZIR MUHSIN of the United States of America

as my/ our proxy to represent me / us and vote on my / our behalf at the Extraordinary General Meeting of the Company to be held at the
Ceylon Chamber of Commerce, Nawam Mawatha, Colombo 2 immediately after the Annual General Meeting of the Company on Friday 30th

June 2006, and at any adjournment thereof, and at every poll which may be taken in consequence thereof.

I/We, the undersigned, hereby direct my / our proxy to vote for me / us and on my / our behalf on the specified Resolution as indicated by

the letter “X" in the appropriate cage:

For Against
ORDINARY RESOLUTION
CAPITALISATION OF RESERVES AND ISSUE OF BONUS SHARES
Signed on this .. AaY OF o e s in the year Two Thousand and Six.

Signature of Shareholder

NOTE : INSTRUCTIONS AS TO COMPLETION OF PROXY FORM ARE NOTED ON THE REVERSE HEREQF.

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006



INSTRUCTIONS AS TO COMPLETION OF PROXY

1. Please perfect the Form of Proxy after filling in legibly your full name and address, by signing in the space provided and filling

in the date of signature.

2. Please return the completed Form of Proxy to the Company, after indicating your instructions by letter "X” in the box given
against the resolution in the body of the form overleaf. If there is any doubt as to how the Proxy should vote, the Proxy holder

wil] vote as he/she thinks fit.

3. The completed Form of Proxy should be deposited at the Registered Office of the Company, 130, Glennie Street, Colombo 2,
not later than 48 hours before the time appointed for the holding of the Meeting.

4 If the Form of Proxy is signed by an Attorney, the rel‘ative Power of Attorney should accompany the completed Form of Proxy

for registration, if such Power of Attorney has not already been registered with the Company.

5. If the Shareholder is a company or a body corporate, the Form of Proxy should be executed under its Common Seal in

accordance with its Articles of Association or Constitution,

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006
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nerating Highlights

and Significant

fiay 2005
The Group entered into @ Memorandum of Understanding with
a Maldivian partner to jointly develop a 100 room resort in
Alidhoo, Maldives.

July 2005
De-listed Ceylon Holiday Resorts Limited, Habarana Lodge
Limited, Trinco Walk Inn Limited and Kandy Walk Inn Limited,
all subsidiaries of John Keells Hotels Limited, as part of the

restructuring exercise commenced the previous year.

InfoMate (Pvt) Limited, commenced operations as the Shared

Services arm of the Group.

August 2005
John Keells Social Responsibility Foundation, the Carporate
Social Responsibility vehicle of the Group, obtained formal

Charity status.

September 2005
JKH exited from the ownership of Plantations by selling its 51
per cent stake in Keells Plantations Management Services

{(Pvt) Limited for a consideration of Rs.168 million.

Nations Trust Bank (NTB), an associate company of JKH,
praposed to merge with the Group's subsidiary Mercantile
Leasing Limited (MLL).

October 2005
John Keells Hotels Limited, an 89 per cent listed subsidiary of
JKH acquired an 80 per cent stake in the Resort Hotel Yala

Village at a purchase consideration of Rs.175 million.

4 JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006

November 2005
The Group launched its new hote! brand “Cinnamon” at the
World Travel Market [WTM), in London which was foliowed by
the faunch of its flagship Hotel “Cinnamon Grand”, previously

known as Colombo Plaza.

December 2005
JKH entered into a Joint Venture with Raman Roy Associates
(RRA) of India, to develop a BPO business in the Asian Region.
The approximate investment committed to the venture is USD

22 million,

JKH’s subsidiary, Asian Hotels and Properties Limited
announced its plans to develop a new condominium “The

Emperor” within “Crescat City".

January 2006
Mr Susantha Ratnayake took over as Chairman of JKH
following the retirement of Mr Vivendra Lintotawela, on 31
December 2005.

MLL and NTB merged with effect from 1 January 2006 with
NTB remaining as the continuing entity. With the merger, the
Group's stake in NTB increased from 24.99 per cent to 29.9 per

cent.

March 2006
JKH faunched its second hotel brand “Chaaya” at the

International Tourism Bourse (ITB} in Berlin.
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2008 205 Chp. % |
Revenue f
g | 2981 |
Group Revenue Rs.'000s 29,926,893 23,646,109 27 i 2378n |
Group Profit Before Interest and Tax Rs.'000s 4,835,800 3,554,938 36 -
Group Profit Before Tax Rs.'000s 4,310,461 3,151,035 37 EL_ |
Group Profit After Tax ) Rs.'000s 3,491,620 2,505,518 39 E: [
Group Profit Attributable to Shareholders Rs.'000s 3,050,140 2,217,253 34 §:_ L
Dividends Rs.'000s 1199460 1,027,497 17 2005706 2004705 |
Diluted Earnings Per Share ) ) Rs. 154 5.67 33
EPS Growth % 32.9 120 174 PBT
Cash Earnings Per Share Rs. 10.04 8.60 17 ’
Interest Cover No. of Times 9.2 88 5 ‘:
Return on Equity (ROE) % 146 128 16 [
Pre-tax Return on Capital Employed (ROCE) ** % 15.9 13.7 17 ,
Dividend Rate % 30 30 0 [
2005005 2004105 ‘
Belence Sheet Yigh' g s ard 2ane |
Total Assets Rs.'000s 39,460,424 39,699,851 1) ROE |
Total Debt Rs.'000s 5327,263 9,104,658 (41) ‘g;’ -
Net Debt Rs.'000s 1,196,307 3,587,361 {67) |
Total Shareholders’ Funds Rs.'000s 22,944 714 18,815,806 22 "
No. of Shares in issue 000s 400,007 331,633 21 : B
Net Assets per Share ** Rs. 57.4 473 21 g :
Debt / Equity ** % 200 276 {27) 200505 2004705
Net Debt/ Equity *** % 48 1.2 (33)
Debt / Total Assets ** % 13.5 17.0 {21) EPS
750
Warket/ nelE: RN ‘ 5.67
Market Price of Share as at 31 March (Actual) Rs. 157.75 135.50 16 g ‘
Market Price of Share as at 31 March {Diluted) Rs. 157.75 112.92 40
Market Capitalisation Rs.'000s 63,101,104 44,936,312 40 £
Enterprise Valug *** Rs.'000s 64,389,111 46,559,017 38 20506 2004;05
Total Shareholder Return % 424 375 13
Price Earnings Ratio (PER) (Diluted) ) No. of Times 209 19.9 5 Total Assats
Dividend Payout % 721 97.0 {26)
Dividend Per Share Rs 30 3.0 0 39'?;?” %780
Dividend Yield % 19 26 (26) :
Rs.'000s 11235521 9,571,719 17 2005106 200405
Employees » Rs.'000s 4,191,174 3,909,895 7
Government , Rs.'000s 1,943,929 1,492,417 36 EV
Gthers Rs.'000s 5100418 4,169,407 2 6448
Total Employees (excluding Associates) Number 9,815 18,891 (48)

46.6 Bn

o
i

Note: In line with best practice, we cease to treat Extra-Ordinary/Exceptional items differently in our
ratio analysis this year.

** For purposes of ratio calculations, the Debt and Lease Assets of Mercantile Leasing Ltd.
(MLL) have been excluded. 200508 2004/05

#**  The Debt of MLL and Customer Advances of Monarch have been excluded,

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPGRT 2005 - 2006 5




indicator (%]} Achievement Goal

FY08 FY05 FY04
EBIT Growth 36.0 25.0 60.2 >20
EPS Growth {Fully Diluted) 329 12.0 373 >20
Cash EPS Growth (Fully Diluted) 16.7 148 454 >20
Pre-tax Return on Capital Employed (ROCE) 159 137 134 18
Return on Equity (ROE) 14.6 12.6 14.0 20
Debt/ Equity® 200 278 18.3 100
Note :
a. The debt of Mercantile Leasing Limited has been excluded.
Cash EPS Growth Pre-Tax Return on Capital Employed
Goal
é
14.816.7 20 45.4 13.4 13.7 159 18
Return on Equity Debt / Equity
Goal Goal X
FY 06 L
FY 0 [
FY 05 :
FY 05 |
FY 06 '
FY 04 .
é e :
12.6 14 14.6 20 183 20.0 27.6 100 !
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To all our Stakeholders,

Itis with immense pride that | say that your Company had an excellent
year in most respects despite the various challenges.

For your Company, the year commenced with much uncertainty over
the political and economic environment and a Leisure Industry, which
was recovering from the impacts of the December 2004 tsunami. It
was a year, which started with your Company announcing a
teadership change from January 2006. Internally, we had just
introduced an Operating Mode! with a President-based hierarchy and
the increasing use of “Performance” in remuneration, reward and
recognition. We took a non-recurring charge to the value of Rs.300
million in the form of hotel re-positioning costs, costs arising out of an
arbitration award at Asian Hotels and research costs. A few months
into the vear, a Presidential Election was announced for November
2005. in the last three months, we have witnessed numerous events,
which have threatened a priceless peace. Despite the uncertainty
that surrounded us and the numerous challenges, which confronted

and well rewarded, and as a result we have an agile, proactive, multi-
skilled and inspired team who can adapt to the continuous re-
invention of the Group in sync with the changing times and the trends
of the future. We have invested, and will continue to invest, in their
development.

Profitabie Growth
We draw tremendous satisfaction that every Industry Group in our
portfolio, made a positive contribution to the Group’s Profit.

Transportation was the single largest contributor to the Group's Profit
After Tax (PAT) with Rs.2.21 billion, being 63 per cent of the Group
total. The Ports and Shipping businesses continued to perform well
with Lanka Marine Services and, our Associate, South Asia Gateway
Terminals (SAGT) leading the way. Following the acquisition of P&Q
Nedlloyd (PONL) by AP Moeller-Maersk (Maersk), the Sri Lankan
operations of Maersk and PONL were merged. JKH, has a stake of 30
percent in the merged entity, Maersk Lanka (Pvt.) Limited which will
manage the total combined volumes.

“Despite the uncertainty thet surounded us and the nUMErous
chellenges, which confrontsd us, | am pleased to inform you thet

o

we, charged on with our “Positivism”, mede “Bold” moves
and hed ean excellent year..lhis performanse re-affirms

hat the JKH medel werks.”

us, | am pleased to inform you that we, charged on with our
“Positivism”, made “Bold” moves and had an excellent year.

Let me, firstly, summarise for you the key financial highlights of
2005/2006;

* Group Revenue increased by 27 per cent to Rs.29.93 billion

*  Group Pre Tax Profits increased by 37 per cent to Rs.4.31 billion

* Profit Attributable to the Group increased by 34 percent to
Rs.3.05 billion

¢ Pre Tax Return on Capital Employed increased by 2.2 percentage
points from 13.7 per cent to 15.9 per cent

» Earnings per Share increased by 33 per cent to Rs.7.54

¢ Dividend Payoutincreased by 17 per cent to Rs.1.20 billion

*  Cash Flow from Operating Activities was Rs.2.66 billion

+ Total Shareholder Return for the year was 42.4 per cent

This performance re-affirms that the JKH model works. | can state,
without the slightest hesitation, that this success would not have
been possible if not for the outstanding efforts of the people of JKH,
our most valuable asset. We have, over the years, recruited and
retained a most talented group of people; we have invested in the
necessary systems and processes to ensure that they are motivated

8 JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006
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Leisure made a gradual recovery from the negative impacts Qf _thé
December 2004 tsunami and closed the year with a PAT of Rs.619'
million, despite a Rs.170 million repositioning cost and special
incentives offered to stimulate the leisure industry. The key
contributors were the City Hotels which out-performed the industry
occupancy averages during the year and the Maldivian Resorts
which performed excellently despite Hakuraa being operational only
for 5 months because of reconstruction after the tsunami damage.
The Group also embarked on a multiple re-positioning strategy to
cater to distinct segments of the market and has launched 2 new
brands; the up-market “Cinnamon”, promising indulgence for all ages
and the mystical “Chaaya”, promising unique experience packages.
This is our first step towards expanding and internationalising the
Hotels Sector.

The Property Industry Group had an outstanding year contributing Rs.
832 million to the Group PAT. All 195 apartments at “The Monarch”
have been sold and construction is on schedule. Buoyed by the
success of “The Monarch”, we announced our plans to develop
another condominium complex, “The Emperor” in “Crescat City”. We
have received overwhelming pre-bookings, and the formal sale of
apartments is expected to commence in June 2006.




Food & Beverages’ (F&B) contribution to the Group PAT was Rs.191
million despite having to suffer heavy taxation because of various
advertising and marketing expense add-backs. Ceylon Cold Stores
posted good volume growth, resulting in its profits being four times
that of the previous year. The “Keells Super” supermarket chain also
witnessed a remarkable turnaround. The sales volumes and,
therefore, the profitability of processed meat products suffered
because of the adverse publicity on the processed meats industry in
Sri Lanka and the avian flu threat in the Region. | am pleased to share
with our Stakeholders that the continuous evaluation of the
strategies at F&B has begun to show results and we expect an
improved performance from this Industry Group in the future.

Financial Services also performed well contributing a PAT of Rs.250
million to the Group PAT, resulting from a particularly strong
performance from Union Assurance Limited {UAL), an improved
performance from Nations Trust Bank and a good performance from
John Keells Stockbroker's Limited.

positive results, we will continue to evaluate and refine our internal
structures and processes, to ensure that our operations perform in
line with the strategic direction of the Group.

In keeping with our Vision -"To house a portfolio of diversified
businesses that lead in strategic growth sectors of the economy and
to be globally recognised”- the Group has intensified its
internationalisation efforts in order to create a strong platform for
meeting the same. Internationalisation has been identified as one of
the key strategic drivers for the Group. While the Leisure,
Transportation and the IT Groups have already implemented and/or
are implementing their internationalisation strategies, there are other
Industry Groups who are in the process of evaluating strategies and
plans to enter the Regianal markets.

Bold Moves Towards a Sustainable Future
In order to maintain our growth momentum, we will build on our core
strengths and continuously optimise our portfolio through strategic
investments and divestments.

”.. e will continue to evelugte and refineg eur internal structures and
srocesses, to ensure that our eperations perform in line with the

stretegic direction of the Group.”

Information Technology, with a PAT of Rs.83 million, also performed
better than the previous year on the back of an excellent
performance from Office Automation and a good performance from
Software. KBSL, however, had a poor year though still contributing
positively.

in September 2005, the Group sold its 51 percent stake in Keells
Plantation Management Services (Pvt.) Limited, the holding company
of Namunukula Plantations. With this divestment, the Group exited
from the ownership of plantations. The Group now owns only Tea
Smallholder Factories Limited and the broking and warehousing
businesses under John Keells Limited. Consequently, from this year
onwards, we cease to report Plantations as a separate segment.

Consolidation

In our commitment to modernise the Group and make it more
efficient, 2005/06 was also a year of consolidation. The numerous
initiatives undertaken over the past two years towards augmenting
the Group's internal support systems and operating efficiencies,
including the SAP based ERP, Shared Services under a new Company
InfoMate (Pvt) Ltd, Enterprise Risk Management, Group Sourcing,
New QOperating Model and HR initiatives have either been completed
or are nearing completion. While these initiatives have yielded

A joint venture between JKH and Raman Roy Associates (RRA) of
India marks the development of a new BPQ business in the Region
and this is, indeed, a significant step in our internationalisation
efforts. The initial focus will be on India and Sri Lanka. JKH will be
the principal investor in the venture, while RRA will provide the
expertise, experience and knowledge in setting up, operating and
marketing a BPO business. The BPQ Industry is growing at a rapid
pace and there is great potential for Sri Lanka to develop as a BPO
location. | am confident that the expertise of Raman Roy, who is
synonymous with the development of the BPO industry in India, and
the core strengths of the John Keells Group will blend well in
creating a rebust and profitable business and build local capacity to
meet global demand.

Effective from 1st January 2006, Mercantile Leasing Limited merged
with Nation's Trust Bank {NTB) increasing the Group's stake in NTB to
29.9 percent. The Bank's leasing business was launched under the
new brand of “Nations Leasing”. The merger, while improving NTB's
capital adequacy ratio, is expected to yield returns by way of lower
funding costs for leasing and the exploitation of the potential and
synergies of combined client bases.

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006 9




The Group invested Rs.175 million to acquire an 80 per cent stake in
Yala Village, a resort hotel in the vicinity of the Yala Wildlife Park. This
investment is expected to supplement the Leisure Group's existing
round-trip product offering as well as targeting the growing Eco and
Adventure markets.

To broad base our involvement and leadership in the Leisure Group,
we have also undertaken an investment of USD 24 million for the
construction of an up-market 100 room resort hotel at Alidhoo Island,
Maldives. This hotel is expected to commence operations in January
2007. in May 2006, the Group purchased a 15-year lease over Dhonveli
Resort and Spa in the Maldives for a total investment of USD 21.8
million. This resort is just thirteen kilometers from Male and houses 60
water bungalows and 90 land bungalows. Dhonveli is the first resort
in our portfolio located at such close proximity to the Male airport.

Corporate Citizenship
We are strong advocates for the cause of business contributing to
wider societal needs and we believe that judgements on the future

processes and the insistence of the highest standards of Enterprise
Governance, will bear fruit in the form of sustained growth and value
creation for all our Stakeholders.

An enabling political and economic environment is critical for the
growth of the private sector and JKH is no exception. In November
2005, His Exceliency, Mr Mahinda Rajapakse was sworn in as the
Executive President of Sri Lanka. We are pleased that the new
administration has continued with liberal economic policies and are
supportive of private enterprise. It is also heartening to note that
progress has been made on vital infrastructure projects such as coal
based power generation and the airport highway, just to name a few.
The ethnic conflict remains the biggest obstacle to rapid and
sustained economic growth. We are very hopeful, and confident, that
the peace process will be revived and that stability and confidence
will be restored soon through the efforts of all Sri Lankans and the
negotiating parties. The Sri Lankan economy, despite political
instability, civil war and numercus external shocks, has shown
remarkable resilience. The GDP growth for the calendar year 2005

? o W Wil focUS ON & diferent and & breader set of fiduciary relationships
et will ensure thet the allegiences of Dirsctors and Menagement reflect
the interest of Stakehelders in terms of goals, processes and eutcomes.”

success of our Group will be made within the broader Stakeholder-
oriented framework, including both “what is achieved” and "how it is
achieved”. To this end, we will focus on a different and broader set of
fiduciary relationships that will ensure that the allegiances of
Directors and Management reflect the interest of Stakeholders in
terms of goals, processes and outcomes. If we do not voluntarily, and
quickly, move towards this, the Public’s expectations will not be met
and regulations may be created to ensure such attention and focus.

The John Keells Social Responsibility Foundation has been
incorporated as the Group's vehicle for Corporate Social
Responsibility activities. Qur Sustainability Report on page 87 of the
Annual Report captures our activities in all areas of sustainable
development during the year. Last year, we published a separate
Sustainability Report and we intend to continue to do so every three
years.

The Future

We have a promising and exciting period ahead of us. | am confident
that our unwavering focus on recruiting and retaining the most
talented people, implementing an aggressive investment strategy,
further modernising the Group with state-of-the-art systems and
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has been announced as 6 percent and the GDP is forecasted to grow
at almost 7 percent in 2006. You have our commitment to playing our
role in enhancing and harnessing the growth potential of our Country.

In keeping with our Vision, we will continuously evaluate our portfolio
of businesses and take advantage of new opportunities in Sri Lanka
as well as in the Region.

The positive outlook of the economy and the expected increase in
international trade should further spur growth in our Transportation
industry Group. LMS has considerably enhanced its operational
efficiencies and is planning to expand its delivery infrastructure. This
is expected to result in volume increases during the next year.
Transportation is also exploring opportunities in the Supply Chain
Management business and is currently evaluating the feasibility of
offering an end-to-end solution to Customers. With the strong growth
in volumes at the Colombo Port, we expect an even more improved
performance from SAGT. Given the resource base, both human and
financial, of your Company, we are well positioned to take on
opportunities that the proposed South Port Development will provide.

’ —I




In order to boost the Leisure Group, large investments have been
planned during 2006/07. As part of the multiple re-positioning strategy
for our hotels, we have planned to renovate and upgrade Trans Asia
and Habarana Lodge and launch them as Cinnamon Hotels during
2006/07. The new resort being constructed at Alidhoo Island, will also
be launched as our first Cinnamon property in the Maldives in
January 2007. As stated earlier, we recently acquired the Dhonveli
Resortin the Maldives. Already, we have commenced harnessing the
synergies of our accumulated leisure relationships and expertise
with Dhonveli, and | am confident that it will prove to be an excellent
investment.

Habarana Village has been launched as the flagship Chaaya Hotel
and we propose to launch Yala Village, Citadel and Hakuraa, in the
Maldives, as "Chaaya" Hotels. during 2006. We are confident that
these investments will enable us to offer a superior product and that
our Hotels and Resorts will be the popular choice of the major tour
operators and the growing Meetings, Incentives, Conferences and
Exhibitions {MICE} market from India. We are also currently

operations both in india and Sri Lanka in July 2008, In the initial two
years, this venture, as with all start-ups, will have a negative impact
on the bottom line as itincurs expenditure in building its capacity and
capability. We decided to invest in this venture after a lengthy
strategic study of the industry and its potential and we are confident
that it will make a significant contribution to Group profits over the
medium and long term.

Conclusion

In conclusion, | take the opportunity to welcome Messrs Steven
Enderby and Mohamed Muhsin to the Board of JKH. Mr Enderby is a
Partner of the leading emerging markets private equity investor, Actis
Capital LLP, UK. Mr Muhsin had a successful tenure at the World
Bank, as a Vice President and Chief Information Officer. Mr Nihal
Vitarana, who has been on your Board since 2003, has decided notto
stand for re-election as a Director at the Annual General Meeting in
June 2006. We thank him for the wisdom and value he brought to the
Board. | also wish to thank all my fellow Board Members for their
support and co-operation during the year and would like to place on

”In order to maintain our growth mementum, we will build en cur core
strengths and continuously eptimise eur periielic treugh stretegic

investments end divesmments.”

evaluating a propesal for investment in another resort hotel in the
Maldives.

Our investment in upgrading the properties, and enhancing our
operating efficiency, will be complemented with investment in a
property management system at all our Group hotels and resorts
during the coming year.

With increasing disposable incomes and the rapid growth of modern
retail, the F&B Industry Group should see strong growth in the future.
We will continue with the roll out of new "Keells Super” stores and are
planning a capacity enhancement for our beverage production. We
are also assessing the viability of setting up a processed meats plant
in India.

The Property Industry Group will commence the development of “The
Emperor” during the course of the year. Many other projects are on
the cards. With our land bank in prime areas in the heart of Colombo,
we believe that this Industry Group has tremendous potential.

In the BPO business, the number of enquiries received from potential
customers has exceeded our expectations, We expectto commence

record our appreciation of Mr Vivendra Lintotawela’s valuable
contribution to the Group. We wish him well in his future endeavours.

Finally, | take the opportunity to thank all of you, Our Stakeholders, for
your confidence and trust in us. As | conclude this, my first review, |
wish to salute, and acknowledge the invaluable contributions of the
past leaders and the people of JKH in making this the great Group
thatit is today. | am greatly enthused and encouraged by the suppert
| have had from everyone arcund me. Given the huge reservoir of
endowments that our Company has acquired and the expectations of
our Stakeholders, may [ be Bold to state; “We are at the eve of an
exciting era”.

Ll d

Susantha R;mnayalke
Chairman
24 May 2006
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From left to right :

S Easparathasan, Tarun Das, Franklyn Amerasinghe, Ronnie Peiris,
Susantha Ratnayake - Chairman, Ajit Gunewardene - Deputy Chairman,
Sumithra Gunesekera, Nihat Vitarana, Mohamed Muhsin, Steven Enderby







Susantha Ratnayake - Chairman

Mr Ratnayake was appointed as the Chairman of John Keells Holdings
in January 2006 and has served on the JKH Board since 1992/93. He
has overall responsibility for Group Strategy and New Business
Development. Mr Ratnayake is a Council Member of the Employers’
Federation of Ceylon and is a Committee Member of the Ceylon
Chamber of Commerce. He also serves as a member of the Tourism,
Sovereign Rating and Investment Promotion Clusters of the National
Council of Economic Development (NCED). Mr Ratnayake has over 27
years management experience, all of which is within the John Keells
Group.

Ajit Gunewardene - Deputy Chairman

Mr Gunewardene is the Deputy Chairman of JKH and has been a
member on the Board since 1992/93. Whilst having overall
responsibility for the Financial Services, Leisure and Property Industry
Groups, he oversees the [nvestor Relations function at the Centre. He
is also a member of the Capital Markets Cluster of the NCED, a
member of the Finance and Banking Sub Committee, Economic and
Fiscal Planning Sub Committee and Chairman of the Capital Market
Sub Committee of the Ceylon Chamber of Commerce. He is a former
Chairman of the Colombo Stock Exchange. Mr Gunewardene brings 24
years of management experience to the Board.

Sumithra Gunesekera - Director and President

Appointed to the Board in 1997/98, Mr Gunesekera has overall
responsihility for the Plantation Services Sector and the Corporate
Communications function at the Centre. He is also the Head of the
John Keells Social Responsibility Foundation Management Committee
and is a member of the Board of Governors of the Sri Lanka Institute of
Tourism and Hotel Management. Mr Gunesekera is a Oirector in many
Group Companies and has over 23 years of management experience.

Ronnie Peiris - Group Finance Director and President

Appointed to the Board during 2002/03, Mr Peiris has overall
responsibility for Group Finance, including Treasury, Taxation,
Corporate Finance, Group Initiatives, Shared Services and the
Information Technology functions at the Centre. He also oversees the
Group’s IT Industry Group. Previously, Managing Director of Anglo
American Corporation {Central Africa) Limited and EXCO Member of
Konkola Copper Mines ple, both in Zambia, Mr Peiris has served on
many Boards overseas. He is a Director of many Group Companies
and has over 33 years finance and general management experience in
Sri Lanka and abroad. He is a Fellow of the Chartered Institute of
Management Accountants, UK, Association of Chartered Certified
Accountants, UK, and the Socisty of Certified Management
Accountants, Sri Lanka, and holds an MBA from the University of Cape
Town, South Africa. He is a member of the Committee of the Ceylon
Chamber of Commerce, Chairman of its Taxation Sub Committee and
also serves on its Economic, Fiscal and Policy Planning Sub
Committee.

Frankiyn Amerasinghe - Director *

Appointed to the Board during 1999/00, Mr Amerasinghe is the
Chairman of the Remuneration Committee of JKH. He is the former
CEO and Director General of the Employers’ Federation of Ceylon and
is a lawyer by profession. Mr Amerasinghe was attached to the ILO as
a Senior Specialist in the Social Dialogue Sector up to Octeber 2002
and is currently a consultant on Human Resource Management and
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Industrial Relations. Mr Amerasinghe is a8 Board member of the
International Centre for the Collaborative Workpliace and afso the
Chairman of the Employment Mediation Services Centre.

Tarun Das - Director *

Appointed to the Board during 2000/01, Mr Das has served with the
Confederation of Indian Industry for a long period and was its Chief
Executive from 1974 to 2004. Mr Das is currently Chief Mentor, Cil . He
is also the Chairman of Haldia Petrochemicals Limited of India.

S Easparathasan - Oirector *

Appointed to the Board during 1999/00, Mr Easparathasan functions
as the Chairman of the Nominations Committee of JKH. Currently a
Director of Nations Trust Bank and the Chairman of its Audit
Committee, he was previously the Senior Deputy Governor of the
Central Bank from 1995 until the time of his retirement. Having served
the Bank since 1963, he has held various positions including those of
the Director of Economic Research, Advisor and Executive Director
and Secretary to the Monetary Board. Mr Easparathasan has served
on the Boards of various statutory bodies and Corporations including
the National Savings Bank, DFCC, the Securities and Exchange
Commission and as Chairman of both the Credit information Bureau
and Sri Lanka Accounting and Auditing Standards Monitoring Board.

Steven Enderby - Director *

Appointed to the Board in 2005/06, Mr Enderby is currently based in
Delhi where he is a Partner in the leading emerging markets private
equity investor, Actis Capital LLP, UK. His other directorships include
Punjab Tractors, Swaraj Mazda, Nitrex Chemicals, Tema India, South
Asia Gateway Terminals and Actis Advisers. Mr Enderby helds a BSc
{Hons) in Economics and Accounting from the Queens University of
Belfast and is a member of the Chartered Institute of Management
Accountants, UK.

Mohamed Muhsin - Director *

Appointed to the Board in 2005/06, Mr Muhsin, a highly sought after
keynote speaker in global IT fora, was the highest ranking
Sri Lankan in the World Bank's history. Having joined the World Bank
in 1988 he became a Vice President in 1997 and was subsequently
named the Bank’s first Chief Information Officer. Prior to his tenure at
the World Bank, Mr Muhsin served for ten years as an Advisor to the
President of Zambia on State Enterprise Reform and as the Financial
Director of Zambia's Mining and Industrial Corporation. Mr Muhsin is
a Fellow of the Institute of Chartered Accountants of Sti Lanka (FCA).

Nihal Vitarana - Director *

Appointed to the Board in 2003/04, Mr Vitarana brings with him a wealth
of knowledge and experience in Taxation, Auditing, Banking and
Financial Services, Mergers and Acqguisitions and Corporate
Restructuring. A Chartered Accountant by profession, he has been a
Partner of Turquand, Youngs & Company (now Ernst & Young) and has
also served the Hongkong Bank Group as the Senior Auditor in Group
Audit based in Dubai. Mr Vitarana was also General Manager of
Emirates Bank, Colombo, until the closure of its Colombo operations,
when he returned to Dubai Head Office where he served as a Senior
Manager till his retirement. Since his retirement, he has served as a
consultant to various financial institutions both in Sri Lanka and abroad.

* Independent
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* Currently a 7 member Committee inciuding the 4 Executive Directors and the following members

From left to right :
Jitendra Gunaratne, Romesh David, Dilani Alagaratnam

Dilani Alagaratnam
President

Dilani Alagaratnam, has overall responsibility for the Group Human
Resources, Legat and Secretarial functions. A lawyer by profession,
she has been with the Group for 14 years and is a law graduate and
a holder of a Masters Degree in Law, both from the Faculty of Law of
the University of Cotombo.

Romesh David

President

Romesh David, has been with the Group for 26 years and has overall
respansibility for the Transportatien Industry Group as well as being
closely involved in the Group Seurcing Project under Group
Initiatives. He is a member of the Committee of the Ceylon Chamber

of Commerce, an Executive Committee Member of the Chartered
Institute of Logistics and Transport (Sri Lanka Branch) and a member
of the Transport Cluster of the NCED. He is a past Chairman of the
Sri Lanka Freight Forwarders' Association and the Council for
Business with Britain.

Jitendra Gunaratne

President

Jitendra Gunaratne is responsible for the F&B Industry Group. Prior
to his appointment as President, he overlooked the Plantations and
F&B Manufacturing Secters. His 25 years of management experience
inthe Group also covers Leisure and Property. He holds a Diploma in
Marketing and serves as a member of the Law and Order Sub
Committee of the Ceylan Chamber of Commerce.
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* Currently a 23 member Committee consisting of the GEC and the following members

Standing from left to right:
Sanjeava Fernando, Rohan Karr, Sanjeeva Jayaweera,

Manilal De Silva, Suresh Rajendra

Seated from left to right :
Roshanie Jayasundera-Moraes, Devika Weerasinghe, Lallith Ramanayake,

Mano Rajakariar, Chandrika Perera, Krishan Balendra, Waruna Rajapaksa,
Jayantissa Kehelpannala, Vasantha Leslananda, Rohan Muttiah, Sujiva Dewaraja







Krishan Balendra

Executive Vice President

Krishan Balendra has been Head of Corporate Finance and
Strategy since September 2002. He started his professional
career at UBS Warburg, Hong Kong in Investment Banking,
focusing primarily on equity capital markets. After a four year
stint in Hong Kong, he continued his career in Corporate Finance
at Aitken Spence & Co. Ltd., Sri Lanka prior to joining JKH. He
holds a Law Degree (LLB) from the University of London and an
MBA from INSEAD.

Manilal De Silva

Executive Vice President

Manilal De Silva, Head of Food and Beverage {Manufacturing)
Sector joined the Group in July 2003. Prior to joining the Group, he
held various senior management and board positions with
multinational organisations whilst based in Zambia, Zimbabwe,
South Africa and the USA over a period of seventeen years. He is
an Associate member of the Chartered Institute of Management
Accountants, UK, and Zambia Institute of Certified Accountants.

Sujiva Dewaraja

Executive Vice President

Sujiva Dewaraja heads the IT Sector and has over 25 years
professional experience. fnitially he worked in Corporate
Strategy at a diversified conglomerate and in MIS for a Middle
Eastern Government and since then has been in general
management. He halds an MBA from the University of Pittsburgh,
Pennsylvania. He is a Fellow of the Chartered Institute of
Management Accountants, UK and an Associate Member of the
Chartered Institute of Bankers, London. He has held office in
several Industry Associations/Trade Chambers.

Sanjeeva Fernando

Executive Vice President

Sanjeeva Fernando, Head of the Transportation Sector has over
19 years of management experience. He has been with the Group
for 12 years in diverse businesses and capacities. A printer by
profession, he qualified from the London School of Printing and is
a Member of the London Institute of Printing. He joined JKH in
1993 to head the Group's Printing and Packaging business and
was the CEQ of Lanka Marine Services from the time of its
acquisition in 2002 until 2005.
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Roshanie Jayasundera-Moraes

Executive Vice President

Roshanie Jayasundera-Moraes, Head of Food and Beverage
{Retail} Sector, has been with the Group since 1991. She was with
the Airlines Sector of the Transportation Industry Group, before
being appointed as Head of the Group’s Supermarket business in
November 2003. A holder of a Diploma in Marketing from the
Chartered Institute of Marketing (CIM} UK, she also holds an
MBA from the Post-Graduate Institute of Management of the
University of Sri Jayawardenepura.

Sanjeeva Jayaweera

Executive Vice President

Sanjeeva Jayaweera, the Chief Financial Officer for the Food and
Beverage Industry Group, has been with the Group for 13 years,
during which he served in the Resort Hotels Sector of the Leisure
Industry Group and was the Sector Financial Controller for Resort
Hotels from 1398 to 2005. Prior to joining the Group, he was based
in the United Kingdom and worked for several years as an Audit
Manager.

Rohan Karr

Executive Vice President

Rohan Karr, currently CEQ, of Cinnamon Hotels and Resorts, is a
hotelier by profession counting nearly two decades in the
international hospitality industry. He joined the John Keells Group
in 2003 as Genera) Manager for Colombo Plaza and also held the
portfolia of Sector Head — City Hotels overseeing Colombo Plaza
and Trans Asia in 2005. Prior to his appointment at the Colombo
Plaza he served as General Manager for Bristol Marriott and
Marriott Marble Arch London. He has read for a Masters in
Hospitality and Business Studies from the Thames Valley
University, London.

Jayantissa Kehelpannala

Executive Vice President

Jayantissa Kehelpannala, currently CEQ of Chaaya Resorts and
Hotels, has been with the Group for 24 years. He has over 17
years of management experience in the leisure industry both in
hoteliering and inbound tourism. He is currently the Vice
President of the Tourist Hotels Association of Sri Lanka and
represents the hotel industry in the Commitiee of The Ceylon
Chamber of Commerce. In addition he holds office as the Vice
Chairman — Hotels and Tourism Employers Group of the
Employers Federation of Ceylon.

:




Vasantha Leelananda

Executive Vice President

Vasantha Leelananda is Head of the Leisure Inbound Sector and
counts over 27 years in the leisure industry with the John Keells
Group. He holds an MBA fram the University of Leicester. He is
the current President of the Sri Lanka Assaciation of Inbound
Tour Operators {SLAITQ), Director of the Sri Lanka Convention
Bureau and also a Board Member of the Tourism Cluster which is
a private sector initiative with funding from the USAID
Competitiveness Programme. He is also a co-chair of the
Responsible Tourism Partnership which is affiliated to the Travel
Foundation UK.

Rohan Muttiah

Executive Vice President

Formerly Group Chief Information Officer, Rohan Muttiah is the
CEQ of the John Keells Business Process Outsourcing (BPQ)
venture. He is responsible for determining and executing the BPO
strategy, which is an integral part of the internationalisation focus
of the Group. Rohan's career includes 20 years overseas
experience at Australian blue chip companies such as Mayne
Nickless Ltd, Lend Lease Corporation Ltd, and iBM Global
Services, covering a broad spectrum of industries. He completed
his graduate and post graduate education in Melbourne, at
Monash University and Swinburne University of Technology
respectively.

Chandrika Perera

Executive Vice President

Chandrika Perera was appointed as the Chief Financial Officer of
the Leisure Industry Group in March 2005. She has been with the
Group for 22 years. She held the position of Group Financial
Controller from 1999 to 2005. A Fellow of the Institute of Chartered
Accountants of Sri Lanka and the Society of Certified
Management Accountants, Sri Lanka, she holds an MBA
(Finance) from the University of Southern Queensland. She
serves as a Management Committee Member of the Financial
Reporting Faculty of ICASL, and is a member of the Steering
Committee on Income Taxes.

Mano Rajakariar

Executive Vice President

Manao Rajakariar, the Group Financial Controller is also the Head
of the Shared Services function of the Group. He has been with
the Group for over 10 years in many capacities including serving
as the Sector Financial Controller of the Plantations Sector. He
has over 18 years of experience in Audit, Finance and General
Management acquired both in Sri Lanka and overseas. He is a
Fellow of the Chartered Institute of Management Accountants,
UK, and an Associate Member of the Institute of Chartered
Accountants of Sri Lanka.

Waruna Rajapaksa

Executive Vice President

Waruna Rajapaksa, Head of New Business Development and
Group Initiatives, has over 19 years of experience in Sri Lanka
and in the UK, primarily in management consultancy and project
finance. Prior to joining the Group in 2002, he worked for the
Government at the Bureau of Infrastructure [nvestment,
Informatics International Ltd and at Ernst & Young. He is a Feliow
Member of the Chartered Institute of Management Accountants,
UK, and an Asscociate Member of the Institute of Chartered
Accountants of Sri Lanka. He also holds an MBA from City
University Business School, London, UK. He is a member of the
Power & Infrastructure Sub Committee of the Ceylon Chamber of
Commerce.

Suresh Rajendra

Executive Vice President

Suresh Rajendra, Head of the Property Development and Real
Estate Sectors, has over 15 years of experience in the fields of
Finance, Travel & Tourism and Business Development acquired
bothin Sri Lanka and overseas. Prior to joining the Group he was
the Head of Commercial and Business Development for NRMA
Motoring & Services in Sydney, Australia. He is a Fellow of the
Chartered Institute of Management Accountants, UK.

Lallith Ramanayake

Executive Vice President

Lallith Ramanayake, Head of the Plantation Services Sector,
counts over 30 years with the Group and the Tea Industry. He is a
member of the Chartered Institute of Marketing UK and has a
Masters Degree in Business Administration. He was a past
Chairman of the Colombo Brokers’ Association, a Director of the
Sri Lanka Tea Board and has held numerous posts in the Tea
Industry. He is currently a member of the Plantation/Tea Cluster
of the NCED.

Devika Weerasinghe

Executive Vice President

Devika Weerasinghe, Chief Financial Officer of the Transportation
industry Group previously held the position of Sector Financial
Controller of the Transportation Sector. She also served as the
Sector Financial Controller of the Airlines SBU of the
Transportation Sector during 1998-2004. An Associate Member of
the Chartered Institute of Management Accountants - UK, she
also holds a Bachelors Degree in Business Administration, fram
the University of Sri Jayawardenepura.
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Name of Directer  Agendence Pareule

updatied to esiablish comparater metiee BVerages

end-market madimums for sael (ndusty Brow, Indusy

Soster and Cuneden; - :
Periomence based -
aehievement ~ of -demendin
sonsistent with ~ Stelehelder

o samed arough. @

mechamems are STUELree (© 09
Remuneraion aad sewards, heluding B @
Bprfons, ere & funeon of the perfermes

mee of e Broug,
Indusiry Groug, the Seeter,the Bustoss/Functions) U

e Individusl, and are sublest ®
Utk endor Broup 1 pay. The process e
i highlgit and guestion those businessss
ek s romuperelon benehmars,
Share Options &re also used &8 @ means
siraciing e best of talenk end retek g NG FEEK
aeoed Gie Brovp’s e
The design of remunsradon and ewerd se mes
rudant and e7e Sueured 1 8 memnes (et doos ot 6Ep0se
Sharsholders (o unreesonahie fnanelel dsl,

S Gaepe ° R
& Amerasinghe

N Vikarane

T Das

¥

£ Appoinged & Gasimmen on Tt Jenuery 0B

- FAREES, in Cost to Company (CVC)

| Amnded  Po

© @9 @ @9 @8

8 Retmeyelel?

*Chalmman B
# on $ist December

The Neainetions Commitee cemprising of four () e

@m@@mﬁw@@m@ﬁm@@m@m@m@@@@ﬁmﬁs
{for idemfiying end sultabie candidates for ppelrment
as Non-ereutiva Dirsetors t dhe Beard of JKA. i glso manags
e pracess of appeintng the Chelrmen end Deputy Chalrmen o

The deialted Neminations Gommise Reports given o 52
of the Annuel Report : ST

Alifhough Ermst 8oung ere the Exemal of dhie Helding
Gompany and meny s Group Gompales, ond iso Utk e
Conselidated Fnensiel Stwtements, the Breup Companies

employ, o0 en idvidual basls, meny Ak iese!




befng KPME@ Ford Rhodes Themien & Cs, Presweaterhouse
Coopars, SIMS Assoeletes and Delelte and Touehé, Indle. The
Audiis have been distibutsd In & manner Thet dees net ghve e
o ene deminant Bxemel Audier in terms of fees. (n addifon ©
the auel sorvises, Emst end Young and the ether Edemel
Audiars heve else previded eeraln ner-audh seriees o e
Group. All sush services have been previded (ellewlng
Besessments et ensure that there s no cempremiss of Eamel
Auditer independenes aned with e full knewledge of the Avdft
Committse, '

Care Is talen W enswre thet the inemal avdh fureton in Group
Companies s not euisewread t he Exermal Audivr of dhat
Company. The Grovp etempis, where pracdeal, ®@ give
prefersnce % Audi Frms, wihe o net, Exemel Avdiors of amy
Brewp Company, in carrying vt intemeal audh weork.

The Audiiers' Repert on the Fnaneie) Setements ef the Company
flor the year under revisw Is given on pege 27 o Hie Annuel
Repert.

EthicallStandards

The BGroup belisves het the meln sowree of fis compeiive
saveniage Is fe trust that the Sekehelders plece en the Core
Velues underlying fis eerperate activites. Given the aferesald,
he Brovp ettaches graet impertence @ the eemmunieation of IS
Velues 1o s Employess and Agents and ensures et dielr
senduet is based on sueh Valves.

A Ceds of Condust hes been formelly communizated to the
Assistant Viee Presidents and abeve 6f the Breup, and is baseed
on four besis principles, namely,

o The ellegianes to the Company and the Group,

o The compliense with rules and reguletions appling fn the
fmriteries thet the Group eperaies i,

o The conduct ef business in an cthicel manner &t all imes and
in keeping with acceptabls business praciess, and

o The exerclse of professienalism and ntegrity in all business
and “public” persens) Tansacions.

The subjieet Employess are expaciad t adhers i the Cods in the
perermence of thelr effficlel dutiss and In ether stuatiens Mt
eould affect the Broup’s image and are &lss & pestad t entreneh
e expecied behaviour &t &l levels in the erganisaten.

Additenally, the Greup’s Core Values ame regularly displeyed i
he Grovp's (rtra-web and ane else disseminated in many ather
weys [nelvding et new Employee nducton, climels sumey
feedback and performancs menagement. Managers in perfeular
ere expected % wallk e tlk and scva) menagement beheviour
is menfered through an annvel B0-degres feedback.

5

The Breup hes esteblished a mechenlsm for Employees t reper,
fo the Chelrmean through @ communieation Fnk nemed “Chalrmean
Direet”, ceneerms abewt unethiesl behavieur and any Welzten of
Breup Velues. Employess reperdng such (ncidents are
gueranteed complets eenfidentality.

A coneept of SKp-level Mestngs hes else been invedused
within the Group Compenizs in enebling Empleyees ©® get an
opperunty © Interect and discuss with sugeriers whe are &t &
level Wigher then thelr own immediate supervisor. This has
furnished the Mensgement with & comdul, vie Hrsthand
feedbasl, to infermetien, whieh is helphul in impraving eperations
and werk reledonships as well as sssisting In sucsessien
planning.

Cempliance with Legel Reguirements

The Beard s senselous of s respensibilty © the Sharshelders,
e Bovernment and the Sesiely in which [ eperates end Is
cemmited to uphelding the highest stendards of sthieal
beheviour in conducting fs business. The Beard, threugh the
Group Legal Divisien, the Greup Fnanes Divislen and fs other
eperating stuctures, strives o ensure thet the Company and &ll
of ts subsidiaries and assecletes comply with the (aws and
reguladions of the countries they epasats in.

The Beard of Directors heave alse wien all reasenabls steps in
ensudng thet ell (nenclel stetements ere prepared in
aecordance with the S Lanks Acsounting Stendards and the
requirements of the Colembe Steck Exchange and ether
applicably aviterides. The $i Lanke Acsountng Stendards, &s
set by e (nstiute of Charered Ascountents of S Lemlka, are
these, which gevern the preparation ef the fnanclel sEtements.
The Board is eware ef the grewing mporanee of the disclosure
of erifeal sccoundng estimetes, which refers % the
menagement's judgements in selesting and epplying sccoundng
prinelples and metheds s & pant of geed gevernance: The Board
stefes thet there wers no insanees whers such esfimatss were
required.

Going Principle and Setement of Direetr
Fespensibiites

The Dirselers are setisfed et the Compeny hes suffcient
reseurees o continue in eperetion fer the foresesebly fure.
Ascerdingly, the going concem prneiple hes been adopted in
preparing the fnenciel sEtements.

The Swiement of Directers’ Respensibilides n relaten t@
fnencial reperting is ghven on page 110 of the Arnuel Repert The
Directors’ Interests In cortrasts of the Company ars diselesed in
Nete 36 t e Fnenclsl Stements end heve been deelared &t
meeings ef the Directers. Dirseters’ (ntarests in contract with
he Company are alse eerdfied by e Audiers in thelr Audl
Report en page 117 of the Annuel Repert

nry



B sk Review and litemeal Conols

{F@@ﬁn@ﬁ@ the preducton end avelabiity of U’@fﬂ@bl. infermetion,

Business/Functional Unit lovels and, @ﬁ@ﬁ&@%@wwm
 Head and President, formerded to the relevent Audk Commities

| immﬂ@f

i Menagement Progrem @ fsently, eveluein and manage
slgnificent Group l?ﬁ@k@a The progrem ensures thet & mulivde of
risks, erising @s & result of the Broup's diverse operations, am
elifeetively menagad in ereating and preserving Sherehelder and
Sekehelder wealh. The deteled Risk Menagement Report
on page & of the Annuel Repert deseribes the proesss of
Menegement as adeptad by the Broup ond the key risks to the
echievement of the Bravp's sretegle business ebipstives.

During the yesr uader review, 22 Croup-wide Common rocesses
such 88 peymEnts, benk secount reconeifatons, intsr
company reeeneiiadens end invelse verfication, among oihers,
were evalueted using the COSO fremewerk, which fs the
W@@M@WM?@F&%@@W@@@W@@@S@G

centrels aver fnansial repoding under Seeton 406 of the

interme) contrel when recending Tansactionsl e
The fndings, es well es the precess, were doeumented,
recommendetiens were made and implemented. This s the first
in & series of preactive steps towerds comalianse with Seetion
o the Serbanes Ordey-Aet

IINGroupl@rganisationfandlExecutiveyAuthority

The-Opereting eumerty I lorce faeiieies
 empewerment, ndividual infietive, eperating Hesdbilly end

Innaverien within & perfermance erientad culture. kis foundedan

a0 commiiee srueture as depieted. This strueture, witlls
providing pletierms (er robust debates, hes clearly delfined
responsioiides and acscunmbity whish tegether with well
auherty Emifs hes faelitsted opereting apedicney
decksion freedem and ersvred that ne one operadng body er
individual hes unieiered powers of decision maling.

The Presidents, Sectorfuncionsl Hesds and Prefi

Centre/Functien Menagers are tetelly scceuntable for te
IndustryfFunctions Groups, te Secters/Funcions and the
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I edditen te the Beard Commitees, the Beard has, trovgh the

Involvement of ® Risk ol Doperment, @hen
@@@m@@@m@m@@ﬁmw@m@m@mm”
Compamy's essets ond melniein p ¢ peceuing 7ee0rds Giat

are:kn plaee. and &re uncdoring &s plo d. The sk review
mm%@m | ewdit of ©e whole Growp fs
autseursed end the reperts erising out of sush audks &re, in e

{Fﬁm‘ ﬁmsﬁ@m@a eonsidered and:. diseussed. &t e

F@@b@ﬁﬁb@c@@@@@@@@%@@ﬁf@@@v@@m@ﬁ ‘

Board/CEQ

T&D@l@:@@@@ﬁ&ﬁ@@(@@@ [?D@@@@@[?@(Lflm.

Group Execunve Commmee

S@M@@&@ﬁwﬂﬁm & view (o assessing the degres of .

Group Operating Committee

Industry/Function
v/ | Group Management Committee
Group Level 1

Industry / Function

SBU/Sector Level ‘; Sector Committee

Business/Function
BU/DepartmentaI Level - 4

Management Committee

‘M@m@@@@ﬁﬂ@@mﬂiﬁ@@m o

 The BEC, b wﬁm@@m@m@w@@@ imnplements i
e swaegies determined Wiﬂ}o@ Board, mm@g@a“
L @oln end emg
' Brow oma[k@@‘ ]
@@ ﬁ@@[ﬁlﬁﬂﬁ@@ﬂ ang t‘m@m@m (ESUNLEESK Tﬁ@ ECST
o for suesession planning end: e &
B@@m@%@@%@m UnG
Dﬂ@@@}@ @m@ M]@ s &nd The ear

”f@ﬁ@@ﬂ@ﬁ‘ﬂw ﬁh}@ Preﬂsmle s, play
rols, &8 wes e s wﬁiﬁm preveus ;
 pesounEhle for Ts b Skane ﬁw md@mm@m

m@mm@[s@@m@@mmw@@@ e -
l@@my @b@ﬂm&m ﬁ}ﬂ@ B:s@@m"fw@ @ﬁtr@ @fm@ EcRE]

12 @m@@@ﬁmﬁm({
mt@@@@@@@@h@@@[\@amﬁ@@@@@@m
eress (ndustry Grewps, Seeters, Business Unks and Runefens. i
s else the forum e diseuss Eroup Sraegy, Group Inklatves and



John Keells
Holdings

. Property . : 4 o IT Plantation
City Hotels Development Manufacturing R Insurance Enabled Services Services
Transportation Resort Hotels Real Estate Retail B BLir;i;vir:}%/ ~ foligfx;gre;]satgi(on

Destination
Management

Y Stockbroking

2 Opereions, Planning, Menfedng and Deeision Rights
A siruetured Planning and Menferdng procsss wivieh retains e
sy of adaptetion to ever chenging nesds facilietes, and
enceurzges, the invelvement of all s in developing Annue) and
 Five Vear Plans Gt erdeulete at Indusiry Seeter Group,

Seetor, Srategic Bushess Unk, Business Unk, Deparmente and
Functionel Unft levels. These Plans are fermulated on & betem-up
basis using masre seeneries develaped at the Cerperets Cantre.

~ The Indvstry Group, Seeter and Cenre strusture s Nusrated
- abave. The Indusiry Broups and are adeguately suppared
- oy & relbust Comperets Centrs o &l metiers peraining to human

L ressurees, Mnenee, aseounts, Ereden, lgal advics, intemel audlt,

 fisk MenagEment, Teasury end areas B8 reguired.

@“”m@, goment .of Employses Gelow Asol @@@mw@@ﬁ;@ . Aetuels are compared ageinst e originel plen endfer the
@]@lﬁf\i@ﬁ lﬁ]@]ﬁ_ﬂ @F@@@a g@m%@.@@ﬂ@@% @Wm @@@ : F@@@@ﬁ on 8 m@mw &)@85@ at @M@o g@@@@ﬁ @@mmﬁ@@@u
lmgﬁm@@@ Unit lavels respeaitvely, Centrel Functions too hiave Menagement Commites and Depermente] Commites lavels and

BMGs and Funetion Commitess. Business and Funeteon Unis are reviewsd et least quertery by B GEC, The BEC fs bls b view,
@m@@mm@u ® i@&a@ respensibilty and accountabiliy to the an @ hiererehical seleetvity, the kay fnanclal and eperatonsl
possible fovel via sukebly stuetured commitizes end nflormetion releting e the Group cempeniss, on SAB, on a real
ﬁ@@m&s @@ fael ﬁﬁ@m@ Empl @xy@@ buy-in end furher Employes e basls vie Be various Informatten porzls.
@mmm@m ~

Responsibilty, for the achisvement and the menkering of plans
Tl}ﬂ@ @@@wd@@ oﬁ ﬁ@@@ commiiees are eanefully stusured as well as for the compliense with Broup polieies and guidelines,
duplleation of cfifort end ensure Ghett diseusslons ond rest with the Cile! Bxeeuttve Offcers of eaeh Business Untond
@@@@T@ e complementarny botl in terms o @ bottom-up end (- the Heads/Menagers of Carperats Centre besed funetens. A% the
Gown fiow of infrmefion. BVIC lievel and abave, the fosus Is mere on siretegle priores

and headine frensiel and nen-fransial indiceters.
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BOARD COMMITTEE REPORTS - A

Compasifon of (e Andk Commitze

The Awdi Cemmitze sonsisls of firee ndepentent fem-

exeeuive dirsciors. The Chelmen is 2 Chertered Accourant
with eperenes in fnenslel eudiing and secourting acguired
@s a former parner of & leading fim of audfers. Anether
member {8 a former Senler Depuly Coverner of the Conral
Benk with eensidereble axperience in banking and Fransiel
meters. The third member is & lawyer by profession and @
former O Teeier General of the Employers Federation, with
exEnsive @a@@vﬁ@ﬂ@@ in labour reledens. He has been

sesoeioted with the privets sester 28 an edviser end ®

directer and ”m@g wide experienes in commersial @@@@@5

The Head, Greup Risk and Centra @@wﬁ@w SeEs 8 8@@?@@@ -

o the Audh @@mmﬂﬁ@@

MeetingsfofAudid€ommitiee

Faur (4) mesings wers held during the year The Chaiman of
the Besrd, the Group Fnencs Dirsster and e Grovp
Fnanclal Contreller aitend by inviwten. Other efficials are
raquired to atend on & need basis. The ademal avdiers
atend mesdngs when mezers peraining t thelr ﬁmm@fﬁ@@@
come up for consideration.

I addifen @ business ransactsd &t MeeTngs, & SUMmEry of
intermall awdi reperts ef all Group companies is reviewed and
fellew-up action s inffated on meters of signifcent concamm.

internalfauth

The inmemel eudk funcden s eutseuread v (seding sudit
firms. The resources of e Risk and Cemirel Review
Depermment {“RECR") are uilised te erganiss the euisoursing,
o eoardinets Menegements responses (o eudk ehservatons,
o cenduet fellow up reviews en e implementadon of aualt
recemmendetions end t© carmy out speeiel assignmants.

The internal sudit funetien, in additen © the revisw of the
efeasy of inteme! centrals, sevars the review ef:

8.  Operational dsks

B Busihess rsks

e  Compllancs with stetuteny reguirements

d.  Compllanee with the Grevp’s and Compeny’s pelisies
e  Opersting Inciclensies with propesels fer remediel

geton

The internal eudier wes alse required t© provide an evarview
@t the risk prefile ef the business belng sudited woether with
8 risk grading on @ speelified seale.

The (ntemel sudk frequency depends en the everall rsk
grading, with higher sk arees being en & sherer audh: cysle.
The Avdh Commitzs opines thet this approsch provides an
optfmel balonce beween the need o manags dsk and the
cests Tarsef. :

The ebove exended seeps of (aemel eudk te cover rsks is
fociitated by the Croupwide sk management strategy new n
operatiien.

Intesnallauditfof
Conseguent o the appeliiment of independsnt directers
the beards ef quoted subsidiaries, sueh boards have set up

© thelr own eudh commitees censieing, where pessitle, ef

Independent directors. Sueh eudit commitess - are
independent of the Audli Commites of Jehn Keells Heldings
but are reguired @ meinein Minlmym stendards s agreed
with Jehn Xeells Heldings Audk Commitee. Thelr sudk
repors and minvies of telr meetings are made avellabls
the Avdk Cemmities ef John Keells Heldings. RECR provides
seerearal and loglsteal suppert ® sueh audlk commtiees.

Complienee with (foadell repodiny omd SEMGIR
The Audlt Commitee receives & quaredy declareton frem
the Fnanslel Comoller of cach Industy Greup listing amy
depertures from Mnenciel reporing end stetutery
requirsments. Sueh reperied exceoptions are followed vp @
CRSUrE appropdiete cemaeive astien.

Broup Fnanee, fn censultetion with the suditers, has
documentad the conselideton @@é@ﬁ@@@ and & censelideiion
master fle has bean bullt In erder to ensure unffarmisy n
reperdng, Broup Faanee has devsloped @ standand formet fer
the arnuel fnenclal sEements of subsidisry companies.

A workshep was hald for ll serier aceeunting persennel on
ihe Istef Marsh 08, to femiarise them with the requirements
for the yeer-end closurs as well as changes arfsing from the
nEw eecounting stndards. The werkshep was condusied by
Grovup Fnenee which wes essisted by Emst & Young.
Representedves from the other sudit firms were I
atiendence.

ExtermallAudit

The exemeal avdiors of the helding @@m@@w wbmm@d 8
deiEiled audit plen for the frenclel yesr 2 5, whieh
specifies, Inter slfe, the areas of operetions t be severed in
respect of cach Slgnificant subsidiery. The eudit plan was
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The Ruglt Commiites hes resemmented (o e Board het s
@m&&ﬁ?@@@@@@@@mm@ | audiers of John Keels - PORSIOY DTS 25
Hodings for the finencle) year onding 3ist Mereh 2007, - adoquately safeguarded.
subject to approvel by the Sharehelders aﬁﬁh@@@zﬁ&m@n@ -
@@m@f@ | Mesng. -

Duing e year, & review of module was
‘lndiocm@m@ﬁmﬁh@(@{fl“ﬂmf
e of the difforent prosessss iovoived. Worlshegs were
4 for (e aceounting persennel of the dlﬂ{ﬁ?@(r@m compenies :
* invelved fn the SAP prosesses and feedbeeks obtained from
e m@m@@@@ﬁ@mﬁs@m@mmﬁ@@@@w@ :
ﬁm@t;ﬁm@m@ﬁ comrels wire n plase 88 reguired By The
Sorbenes Ouey Act end thet skenderdised aseounting
procedures incerperaing best preciicas were @@ﬂ@@ﬁetﬂ
aeress e Broup.

A @wﬁ@w of date, wansfered fom business uak leve

operating systems o e SAP system to ensure Do intogriy of
dere, ravesled R GRS 6F ofisSIons.
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80 o Approving the ellecetion of shares t menagement sl besed on
o imigete - performence under the Employee Steek Option Plen (ESOP).

e [ eddiden during Ghe year under review, the Commitse slse
- undertook Ge fellowing tasks :

R ° . To prepere o ‘ready reckensy with the essistence of the MR
coves T Deperiment, In erder te [}a@m@ﬁ@m@[&ﬁm@@@@m@@fﬁ@@m@ﬁ all
o selerles of eeeutive and nen-exeeuiive steft, wihish weuld help

- climinete end ecemect anomelies end (demtfy relevant

. diffterentiels between cetageres of Emplovees. This cemparisen

helgs In cswbidhing and meintelalng selovent differandels
betwesn the (s menegement levels and these belenging
e Group Erecuive Commitee,
To adept @ peliey framewerk ensuring thet ol Employees
througheut the Breup weuld heve adequete opperualtes
- SEeUTE CompansaTion, comparalle, er higher them, the prevelling
- market Sendards.

- To meke recommendations regarding the superemnuation
* packags of the Chief Buesuiive who retred during the
under peviews.

To fomulete ® Performance Manegement Seheme for the
irecters and & Board eppralsal system, wiieh hepsfully will be
edy in e ensuing yeer, :

U

=]

ﬁﬁﬂ@ﬂﬂs‘%;ﬂjm@ﬂ@ like o thenk my celleagues Messrs Easparathasen
and Vitarama fior thelr co-aperation end assisEnce,

EHEGAmerasinghe)
NG e (Gralr Chairman,

instlo e sonsisis of f oot o g5 men-ansaudi Orsstors ffloning the deniTestan By the Board of
af © - e need for cerain sl reprasentiion on the Beard,

o The on o seperete eecasions idemifed My Swven
. Endery, Partmer, Aets Captia) LB UK one of the leading privets squity
i in the In emerging merets and Mr Mehemed 0uhsin,
' former Viee-President, The Bank, as being eminently sulabls for
o appeintment es nen-eecutive Diresters o fhe Jofn Kaslls Heldings
sonsidersd for - Uimited Board. I eriving &t the selecton, the
S considersiten G experience and of the o neminees and
Ed - e requirements of @i Mein Beard of Joivn Kaslls Heldings Limitsd.
T T e commiies was of fhe view et the recommended candidetes
Revim ol f ng © e Board, e  weuld be el @ clfiectivell eonribute tawards the deelsion meldng
- precess of sels © Deputy Chelmmen 879 prosess of the Board and enhanee ks eficaey, whilst stengthening s
- making recomime Bst yeer, the appeimments - . comorets govemanse eapebiiies, In & conglomerets safiing, The
e ly actoned. The Committee het - choles ofthe I beth instences wes unanimous, The Beard
Independent Nem- - aoeaped e recommendations of e and Mr Steven
Enderiay end Mz Mehemed Mulish wems eppeinted © fie Beard wity
eifteet from 1 July 2008 and 1 Novembes 2005 respeetively.

SEopamio
Wesha
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INVESTUR INFURMALIUN

The JKH Share

The Share Price of John Keells Holdings (JKH) closed at Rs.157.75 as
at 31 March 2006, appreciating by 40 per cent over the previous year's
Closing Price (adjusted for scrip issues). During the year, the share
price ranged between a low of Rs.113.25 and a high of Rs.177.00.

During the year ended 31 March 2006, the JKH share outperformed the
Colombo All Share Price Index (ASPI) by  percentage points, the Blue
Chip Milanka Price index (MPI} by 18 percentage points and the
Diversified Sector Index (DS} by 17 percentage points. Despite slower
earnings growth during the first 6 months of the year, the share price
out-performance over key benchmark indices has reaffirmed investor
confidence in the JKH share.

Over the past five years, the JKH share has outperformed the ASPI,
MPI and DSI by compounded annual growth rates of 13 percentage
points, 18 percentage points and 5 percentage points respectively.

Issued Share Capital

The Company's Issued Share Capital grew to Rs.4.0 billion as at 31
March 2006 from its closing balance of Rs.3.3 billion last year. The 21
per cent increase in issued shares was mainly on account of the 15
bonus announced in April 2005 and 2,035,682 Employee Share Options
(ESOPs) exercised during 2005/06. In addition to the shares in issue,
there were a further 18,668,461 shares equivalent of unexercised
ESOPs as at the date of this Report. {Details in page 108 of Directors’
Report)

The balance of Global Depository Receipts (in ordinary share
equivalents) as at 31 March 2006, increased to 0.85 million from 0.71
million last year on account of the 1:5 bonus issue announced in
April 2005.

Market Capitalisation and Enterprise Value

The total Market Capitalisation of JKH as at 31 March 2006 was Rs.63.1
billion, 40 per cent higher than the Rs.44.9 billion as at 31 March 2005,
on the back of a 21 per cent expansion in the Company’s issued Share
Capital on account of the 1:5 bonus, and a 16 per cent appreciation in
unadjusted share price.

The Enterprise Value as at 31 March 2006 at Rs.64.4 billion was a 38 per
cent increase over the Rs.46.6 billion as at 31 March 2005; a result of
higher Market Capitalisation but marginally offset by a 21 per cent
decrease in Net Debt. Net debt including debt of MLL and Property
Development Sector advances declined by 87 per cent to Rs.1.2 billion.

Market Capitalisation =2 Enterprise Value

- Net Debt £33 Y
Rs-bggon Composition

60
50
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Dividends

The Company's dividend policy seeks to maintain a steady payout of
the Profit After Tax adjusted for any non-cash gains/losses, while
retaining sufficient funds to support its investment strategies towards
future growth opportunities.

In addition to the 20 per cent Interim Dividends already declared and
paid, the Board has recommended for approval by the Shareholders at
the AGM, a 10 per cent third and final Dividend based on the Profits of

Market Information on Ordinary Shares of the Company

2005/2006 2004/2005
Market Value
Highest Price (Rs) 177.00 {05 Oct 2005) 116.67 (08 Feb 2005)*
Lowest Price (Rs) 113.25 (18 Jan 2006) 80.83 (06 Apr 2004)*
As at year end {Rs) 157.75 112.92*
* Adjusted for dilution ’
Trading Statistics
Number of Transactions 12,775 11,221
Number of Shares Traded 75,132,400 69,072,553
% of Total Shares in Issue 18.8 208
Value of all Shares Traded {Rs.'000) 11,099,644 8,136,278
Average Daily Turnover (Rs.'000) 46,057 : 34,186
% of Total Market Turnover 98 109
Market Capitalisation (Rs} 63,101,104 44,936,312
% of Total Market Capitalisation

9.2 100
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2005/06. This amounts to a Total Dividend per Share (DPS) of Rs.3.00;
unchanged from last year. Dividend payout was 72 per cent compared
to 97 per cent in the year 2004/05, resulting in the Dividend paid and
payable out of the 2005/06 profits being Rs.1.20 billion compared to the
Rs.1.03 billion paid out of the 2004/05 profits, an increase of 17 per cent.

Total Shareholder Returns

The Total Shareholder Returns (TSR) on a JKH Share in 2005/06 was 42
per cent, compared to the average one year T-bill rate of 9.7 per cent
during the same period, given a 40 per cent appreciation in share price
and a DPS of Rs.3.00. This is an improvement over last year's TSR of 38
per cent.

Dividends vs-:
Payout Ratio

Dividend &3
Dividend Pay Qut ==

 am Five-year Total
Shareholder Returns =

Annual TSR ==
Indexed 5-year TSR (3
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Distribution of Shareholders
31st March 2006 31st March 2005
Number of Number of Number of Number of
Shareholders %  Shares held % Shareholders % Shares held %
Less than or Equal to 1,000 4,667 61.01 1,090,833 0.27 5122 64.11 1,082,726 0.33
1,001 to 5,000 1,567 20.49 3,675,763 0.92 1,568 19.62 3,623,837 1.09
5,001 to 10,000 531 6.94 3,878,535 0.97 492 6.16 3,548,246 1.07
10,001 ta 50,000 581 7.60 12,174,488 3.04 512 6.41 10,561,297 318
50,001 to 100,000 95 1.24 6,838,394 1.7 95 1.19 6,518,627 1.97
100,001 to 500,000 96 1.26 20,220,059 5.05 100 1.25 22,091,125 6.66
500,001 to 1,000,000 36 0.47 25,679,005 6.42 32 0.40 22,162,944 6.68
Over 1,000,000 76 0.99 326,447,916 8161 69 0.86 262,044,463 79.02
7,649 100.00 400,004,993 100.00 7,990 100.00 331,633,265 100.00
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Compounded annual TSRs over the past 3-year, 5-year and 10-year
periods are 46 per cent, 51 per cent and 26 per cent respectively.

Earnings Per Share

QOverall growth in Earnings Per Share (EPS) was supported mainly by
the Transportation and Property Industry Groups. Growth in EPS
improved significantly during the last quarter of the year, mainly given
stronger earnings in the Leisure Industry Group compared to the
tsunami affected base of 2004/05. At Rs.7.54 for 2005/06, EPS (fully
diluted) recorded an increase of 33 per cent over the Rs.5.67 recorded
in the previous year. EPS prior to profits from discontinued activities
and change in fair value of Investment Properties was Rs.6.50. This
was a 25 per cent growth aver the EPS of Rs.5.21 prior to tsunami
related insurance proceeds last year, an indication of the purely
operational growth of the Group’s bottom-line this year.

Cash Earnings Per Share (CEPS) for 2005/06 was Rs.10.04, a 17 per cent
growth compared to the Rs.8.60 last year. The slower growth in CEPS
was mainly on account of the Rs.227 million non-cash profits on
change in Fair Value of Investment Properties.

Price Earnings Ratio

The Price Earnings Ratio (PER), as at 31 March 2008, was 21 times as
compared to the 20 times as at 31 March 2005. The JKH share has
consistently traded at a premium to the Market PER, which was 14.75
times as at 31 March 2006, as per the "Stock Market Daily” publication
of the Colombo Stock Exchange.

Capital Productivity

The Return on Equity improved from 12.6 per cent in 2004/05 to 14.6 per
cent in the year under review. Pre Tax Return on Capital Employed
improved from 13.7 per cent to 15.9 per cent.

Capital productivity of the Group during the year was boosted by
Transportation and Property, more than offsetting the near-term
retarding effect of significant investments made in the Leisure Industry
Group during the year. The Transportation Industry Groub recorded a
26 per cent growth in Earnings Before Interest & Tax (EBIT) to Rs.2.4

billion with healthy contributions from the Ports and shipping -

businesses, while the Property Industry Group improved its EBIT by

ROCE ==

roe — ROE vs ROCE

18.3%

15.8%

6.7%
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three-fold to Rs.847 million on the recognition of profits from the sale of
apartments at “The Monarch” tower. There was a Rs.25 billion
increase inthe Leisure Industry Group capital employed, the returns on
which would mainly accrue during the ensuing years. The increase in
capital was mainly on account of the expansion and refurbishment of
the Cinnameon Grand (formerly Colombo Plaza), the acquisition of a
resort in Yala, the refurbishment of the Chaaya Village, Habarana and
the investment in Alidhoo in the Maldives, a resort presently under
construction and to be operational by early 2007.

{Details on Group ROE and ROCE are found on page 39 of the
Management Discussion and Analysis)

Price to Book

The Price to Book ratio as at 31 March 2006 was 2.8 times, compared
to 2.4 times last year, re-affirming investor confidence in the Group’s
future earnings strength. Market Value Added was Rs.40.2 billion as at
31 March 2006 compared to Rs.26.1 billion last year.

Liquidity

During the year 2005/06 the average daily turnover of the JKH Share
was Rs.46.7 million, compared to a Rs.471.4 million average daily
turnover recorded by the Colombo Stock Exchange. Total annual
turnover of the JKH share amounted to 9.8 per cent of total market
turnover, lower than the 11 per cent registered last year, indicating a
relative decrease in liquidity levels in relation to the overall market.

Liguidity levels of the JKH share per se increased compared to the last
year, with total volumes traded during the year increasing to 75.1
miflion shares compared to 69.1 million in 2004/05 and average Daily
turnover increasing to Rs.46.7 million compared to Rs.34.2 million last
year. Average daily volume clocked in at 46,057 shares vs. 34,186
shares recorded last year. Higher liquidity levels were recorded during
the second half of the year, and particularly during the months of
September, November and January which mirrored Shareholder
expectations of better quarterly growth in earnings. Highest monthly
activity was recorded in January following the announcement of the
first round of the Geneva peace talks.

Valuation Yardsticks ~2005/06 2004/05 2003/04

PER 21 20 15
EV/EBITDA 108 99 1.7
Price/Book 2.8 24 18
Dividend Yield 1.9% 2.6% 2.7%
‘Total Sharehoider Returns 42% 38% 112%

The total shares traded represents an annualised JKH Share Turn ratio
of 0.2 times, which remains unchanged from last year.

The free float of the share, being the number of shares of the issued
capital freely available for trading as calculated by excluding all
strategic holdings, shares held by Directors, Executives and Related
Parties, and all those who hold over 10 per cent of the total issued
shares of the Company was 70 per cent as at 31 March 2006 compared
to 69 per cent at last year’s close.




Distribution and Composition of Shareholders i

The total number of Shareholders of JKH decreased to 7,649 as at 31
March 2006 compared to the 7,990 as at 31 March 2005. To analyse the
distribution, over 97 per cent of the Shareholders held 7 per cent of the
total shares at an average of 3,717 shares per Sharehalder. On the high
end, under 3 per cent of the Shareholders held 93 per cent of the
shares at an average of 1.8 million shares per Shareholder. In terms of
composition, 93 per cent of the Shares in issue as at 31 March 2006
was held by Public and 7 per cent of the Shares were held by the
Directors, Executives and connected parties. Of the Shareholders as at
31 March 2006, 54.4 per cent was held by Residents and 45.6 per cent

Directors and Spouses &

Executives and Connected Persons .

Public - Resident

Public - Non Resident and GDRs 3

Trend in [fdmpositio

of Shareholders

= = e

_ 02 2008 2004 2005 -
was held by Non Residents. — e e e -
Shareholder Information
* The issued ordinary shares of John Keells Holdings Limited are listed on The Colombo Stock Exchange
* Stock exchange ticker symbol for John Keells Holdings shares:JKH
* Newswire codes

Bloomberg : JKH.SL Dow Jones : PJKH Reuters : JKH.CM
‘Composition of Shareholders
31st March 2006 31st March 2005
Number of Number of % Number of Number of %
‘ Shareholders Shares held Shareholders Shares held
Directors and Spouses 8 5,529,126 1.38 8 7,490,344 2.26
Executives and Connected Persons 94 22,204,614 5.55 106 23,963,037 123
Public - Resident
Institution 547 64,842,016 16.21 499 50,548,122 15.24
Individual 6725 74,927 382 18.73 7120 57,160,861 17.24
Public - Non Resident
Individual 89 134,318,869 33.58 91 113,444,294 3421
Institution 183 5,620,134 1.41 163 5,530,591 167
Global Depository Receipts 1 851,901 0.21 1 709,918 0.21
Shareholders holding more than 10% 2 91,710,951 22.93 2 72,786,098 21.95
1,649 400,004,993 100.00 7,990 331,633,265 100.00
Twenty Largest Shareholders of the Company
31st March 2006 31st March 2005
Shareholder’s Name No. of Shares % No. of Shares %
Mr S.E.Captain 50,100,084 12.52% 37,753,542 11.38%
Mr R.Rajaratnam 41,610,867 10.40% 35,032,556 10.56%
Mr A.AN. de Fonseka 13,510,034 3.38% 9,814,345 2.96%
Aberdeen Global Asia Pacific Fund 10,781,500 2.70% 3,553,250 1.07%
Arisaig India Fund Limited 10,374,804 2.59% 8,645,670 261%
Genesis Group Trust Emerging Markets Fund 9,013,444 2.25% 7,511,204 2.26%
The Emerging Markets South Asian Fund 7,895,422 1.97% 10,590,352 3.19%
Rubber Investment Trust Limited 6,945,860 1.74% 5,807,384 1.75%
Mr K.Balendra 6,832,579 1.71% 8,318,816 251%
FS Asia Pacific 6,459,343 1.61% 8,200,000 2.47%
CEl Plastics Ltd 6,451,172 1.61% 4,450,572 1.34%
Galleon Diversified Fund Limited 6,156,200 1.54% - 0.00%
Ms. L.A.Captain 5,000,020 1.25% 4,070,917 1.23%
FS Global Emerging Markets Fund 4,903,894 1.23% 5,548,912 1.67%
Ohio State Teachers Retirement System 4,847,828 1.21% 4,869,774 1.47%
Aberdeen Far East Emerging Economies Unit Trust 4,590,460 1.15% 3,825,384 1.15%
Polypak SCCO Limited 4,315,700 1.08% 331,000 0.10%
Paints & General Industries {Exports} Limited 4,250,016 1.06% 3,300,016 1.00%
Paints & General Industries Limited 4,200,078 1.05% 2,505,201 0.76%
The Ceylon Investment Company Limited 4,156,873 1.04% 3,473,228 1.05%
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Scrip Issues since FY1992

Year ended No. of new

31st March Issue Basis shares (million) Ex-Date
1992 Rights @ Rs.160* 1:4 2.50 16-Jan-92
1993 Bonus 1:5 250 03-Sep-92
1994 GDRs n/a 450 n/a
1995 Bonus 1:6 250 19-Jan-94
1995 Rights @ Rs.200* 1.6 250 19-Jan-94
1996 Bonus 1.7 3.50 20-Dec-95
1997 Bonus 1.7 4.00 20-Jan-97
1998 Bonus 1:4 8.02 09-Jan-98
2000 Bonus 1.5 8.09 15-Jun-99
2000 Bonus 1:4 12.14 05-Jan-00
2001 Bonus 21 122.36 27-Jul-00
2004 Bonus 1:4 46.94 10-Jun-03
2004 Private Placement n/a 24.00 21-0ct-03
2004 Rights @ Rs.75* 1.7 37.42 07-Nov-03
2004 Bonus 1:10 30.02 13-May-04
2005 Bonus 1.5 66.34 10-May-05

* Unadjusted prices

GDR History (in terms of ordinary shares, million) Employee Share Options

Year ended 31st March Issued* Converted Balance Year ended No. of options
1994 , 450 0.00 450 31st March exercised® (million)
1995 0.00 0.21 4.29 1997 0.02
1996 0.5% 0.20 467 1998 0.16
1997 0.27 2.80 2.14 1999 0.27
1998 0.28 1.06 1.37 2000 0.47
1999 0.00 0.75 0.63 2001 0.02
2000 0.26 0.52 0.36 2002 1.78
2001 0.72 0.23 0.85 2003 2.30
2002 0.00 017 0.68 2004 4.08
2003 0.00 0.16 0.52 2005 1.53
2004 0.13 0.00 0.65 2006 2.04
2005 0.06 0.00 071 * First exercised in FY1997

2006 0.14 0.00 0.85

* First issued in FY1994 and subsequently increased along with bonus
issues of ordinary shares
* GDRs/Ordinary shares = 1:2

Share Capital

Dividends since FY1992 Year ended No. of shares
Year Rate Net Dividends ?;ggMarch in issue (mil]ltijogg
0 . ]
(%) {Rs.'000) 1991 10,00
1991/92 30 34,701 1992 1250
1992/93 25 35,754 1993 15.00
1993/94 25 47,340 1994 24.50
1994/95 . 35 84,285 1995 2450
1995/96 28 77,586 1996 28.00
1996/97 30 92,050 1997 32.02
1997/98 40 155,783 1998 40.21
1998/99 40 151,343 1999 40.47
1999/00 30 168,150 2000 61.18
2000/01 20 353,128 2001 183.56
2001/02 20 329,869 2002 185.35
2002/03 20 342,203 2003 187.64
2003/04 25 725,783 2004 300.08
2004/05 30 1,027 497 2005 331.63
2005/06 30 1,199,460 2006 400.00
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CONSOLIDATED GROUP PERFORMANCE

Performance highlights for the year under review are as befow :

» Group Revenue increased 27 per cent to Rs.29.93 billion

» Earnings before Interest and Tax increased 36 per cent to Rs.4.84 billion
* Profit before Tax increased 37 per cent to Rs.4.31 billion

*» Profit after Tax increased 39 per cent to Rs.3.49 billion

* Profit Attributable to the Group increased 34 per cent to Rs.3.05 billion

* Fully Diluted Earnings Per Share increased 33 per cent to Rs.7.54 per share
» Cash Earnings Per Share increased 17 per cent to Rs.10.04 per share

» Return on Capital Employed increased fram 13.7 per cent to 15.9 per cent

» Return on Equity increased fram 12.6 per cent to 14.6 per cent

Revenue

Group Revenue before accounting for Associate Company Turnover
increased 27 per cent to Rs.29.93 billion in 2005/06 from Rs.23.65 billion
in 2004/05, mainly driven by increases in the Transportation, Property
and Food & Beverage Industry Groups. The Transportation Industry
Group Revenues (excluding Associate Company Revenue) increased
49 per cent to Rs.8.86 billion on the back of a good performance by
Lanka Marine Services and other companies within the Industry
Group. The newly formed Property Industry Group enjoyed high growth
due to recognition of Revenue from apartment sales of Monarch
Towers resulting in Revenue growth of 297 per cent to Rs.2.44 billion.
The Food & Beverage Industry Group recorded a growth of 28 per cent
due to strong performances in the beverage and frozen confectionary
business segments. However, Revenues of the Leisure Industry Group
grew marginally by 2 per cent as a result of the slow recovery from the

effects of the tsunami.

The ratio of supply of goods and services was 52:48 in 2005/06 as
against 63:37 in 2004/05. In absolute terms, Revenue from supply of
goods grew 5 per cent to Rs.15.60 billion while Revenue from supply of
services grew 64 per cent to Rs.14.33 billion in 2005/06. The
geagraphical mix of Revenue in 2005/06 increased to 89 per cent from
Sri Lanka, compared to 87 per cent in 2004/05.

Cost of Sales and Operating Expenses

In the year 2005/06, the Cost of Sales was 71 per cent of revenues
which is in line with the Cost of Sales in 2004/05. The total expenses
remained at 90 per cent of revenue in 2005/06. Administrative Expenses
grew 10 per cent, in line with inflation, to Rs.3.40 billion. Distribution
Expenses increased 29 per cent mainly due to increased expenses in
Food & Beverage and Leisure. Other Operating Expenses grew 24 per
cent to Rs.1.0 billion mainly on account of Rs.137 million as a final

settlement relating to the Shin Nippon arbitration case of Crescat.

Earnings Befare Interest and Tax (EBIT)

The Group EBIT increased by 36 per cent to Rs.4.84 billion as against
Rs.3.55 billion the previous year. The main contributors to the EBIT
were the Transportation, Property and Leisure Industry Groups with
Rs.2.37 billion, Rs.847 million and Rs.821 million respectively. EBIT
growth was primarily driven by the Property, Transportation and Food
& Beverage Industry Groups. Property in particular performed well
with an increase of Rs.634 million in EBIT, a 299 per cent growth over
2004/05. The Information Technology Industry Group recovered well
compared with the losses made last year, recording a Rs.121 million

increase in EBIT.

The EBIT in Leisure was below that recorded in 2004/05 by Rs.15
million. The recovery of the tourism industry took longer than
anticipated, thereby affecting the performance of the Leisure Industry
Group. Closer analysis of the 4th Quarter results indicated that the
industry was on the way to recovery. Coupled with the repositioning
strategy and international expansion of the Industry Group, the
performance of Leisure is expected to recover in the ensuing financial
year. Plantation Services recorded a drop of Rs.163 millionin EBIT as a
result of the divestiture of Keells Plantation Management Services
(Pvt.) Ltd (KPMS), holding company of Namunukula Plantations, and
lower performance by Tea Smallholders whose key “out-turn” value

driver was significantly affected by weather.

Group EBIT and
EBIT Margins
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The Group EBIT Margin improved marginally to 14.4 per cent compared
with 14.0 per cent the previous year. Property, Food & Beverage,
Financial Services and IT improved EBIT Margins against the previous
year. The overall EBIT Margin in F&B improved from 3.9 per cent o 4.9
per cent with growth in margins driven by an improved performance in
the beverages, frozen confectionary and supermarkets. Information
Technology and Financial Services recorded improvement in EBIT. The
EBIT Margin in the Transportation Industry Group reduced from 24.8

per cent to 22.6 per cent primarily as a result of lower margins at our



Management Discussion and Analysis

associate South Asia Gateway Terminals (SAGT) which had lower than
expected volumes from its key Customers, resulting in a lesser dilution
of its fixed overhead. Aggressive marketing drives to boost accupancy
rates and costs associated with the re-positioning strategy of hotels
resulted in the EBIT Margin in the Leisure Industry Group falling to 14.8
per cent from 15.4 per cent in 2004/05. It is expected that with the re-
positioning strategy, which should enable the hotels to command
higher rates, and the recovery of the tourism industry, the Margins in

the Leisure industry Group would improve in the ensuing year.

The composition of EBIT has improved with less reliance overall on the
Transportation and Leisure Industry Groups. [n 2004/05, these two
Industry Groups accounted for 76 per cent of the total EBIT whilst in
2005/06 the two sectors contributed 66 per cent collectively to the EBIT
as a result of a higher contribution to EBIT by other Industry Groups. In
particular, the Property Industry Group contribution to EBIT improved

significantly from 6 per cent to 18 per cent in the year under review.
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Finance Expense

Finance expense in the year 2005/06 increased by 30 per cent to Rs.525
million despite a reduction in the total debt of the Group by Rs.3.78
billion. This was partly due to higher interest rates and average debt
levels higher than the previous year, although falling at the year end.
The effect of MLL being accounted as an Associate Company after the

MLL/NTB merger had a significant impact on the reduction of debt.

0Of the total Finance Expense borne by the Group, the six Industry
Groups accounted for Rs.183 million while JKH and other companies
accounted for the balance Rs.342 million. Of the Rs.183 miltion Finance
Expense among the Industry Groups, Food & Beverage and Leisure
accounted for Rs.178 million, amounting to 97 per cent of the Finance
Expense within the Industry Groups. This was largely due to increased

borrowings in Leisure as a result of its investment in upgrading the

Cinnamon Grand and two new acquisitions in Sri Lanka and the
Maldives, resulting in Finance Expense increasing by 256 per cent over
last year to Rs.93 million. The Finance Expense of F&B increased
marginally by 3 per cent to Rs.85 million. Of the Rs.343 miilion, JKH
accounted for Rs.262 million due to corporate borrowing while the
Plantation Services Sector accounted for Rs.83 million of which Rs.43
million was attributable to Namunukula Plantations prior to its

divestiture.

Taxation

Taxation for the Group was Rs.818 million, an increase of 27 per cent
against 2004/05. The effactive tax rate of the Group declined to 19 per
cent against 20.5 per cent the previous year, mainly on account of
increased profits from Lanka Marine Services which enjoys a tax
holiday, as well as the tax-free contribution from the Maldivian hotels.
After eliminating the profits from tax exempt and foreign companies,
the effective tax rate on profits taxable in Sri Lanka has increased, with
some of the contributing factors being, higher taxation in the Financial
Services Industry Group and disallowance of deduction of certain

expense items in the calculation of taxable profits.

In the year under review, Group Taxation comprised mainly of Income
Tax of Rs.610 million and Dividend Tax of Rs.148 million. In 2004/05,
Group Taxation comprised mainly of Income Tax of Rs.639 miliion,
although the total Taxation was Rs.646 million due to a reversal of Rs.78
million. The Dividend Tax of the Group increased significantly to Rs.148
million in 2005/06 from Rs.56 million due to higher Dividend Income from

Subsidiary Companies and changes in Tax legisiation.
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Profit after Taxation (PAT)

Profit after Taxation at Rs.3.49 billion was 39 per cent above the
previous vyear's achievement of Rs.2.51 billion. The primary
contributors to PAT were Transportation, Property and Leisure with
Rs.2.21 billion, Rs.832 million and Rs.619 million respectively. Cost of
Corporate Centre and other Support Services were Rs.731 million,
inclusive of Rs.262 million as JKH interest cost. It is noteworthy to

mention that all Industry Groups recorded profits during 2005/06.

Minority Interest

Minority Interest (MI) increased to Rs.441 million in 2005/06 from Rs.414
million the previous year. The MI share of PAT reduced from 16.5 per
cent in 2004/05 to 12.6 per cent in 2005/06 as a result of a higher
contribution to PAT by companies in which the Group has a higher
shareholding. For further analysis on the changes in Ml please refer

Note 23 of the Financial Report on page 145.

Profit Attributable to Group and Net Margins

The Profit Attributable to the Group increased 34 per cent to Rs.3.05
billion in 2005/06 from Rs.2.28 billion in the year 2004/05. The Net Profit
Margin recorded a healthy increase in 2005/06 to 9.1 per cent from 8.5

per cent in the previous year.

In line with current accepted practice to move away from reporting
items as exceptional/extra-ordinary items and to treat such items as
part of the operations, the Group has not classified any items as
exceptional/extra-ordinary. However, with a view to providing further
insight, an adjusted Net Profit has herewith been included for
comparative purposes. As per SLAS 40, which requires that Properties
not used directly in any business should, subject to other qualifying
criteria, in general, be classified as “Investment Properties” and thus,
need to be accounied on a mark-to-market basis, Rs.227 million was
accounted for as an increase in the fair value of Property. A further
Rs.193 million relating to profit from sale of Non-Current Investments

was adjusted in calculating an adjusted Net Profit. After adjusting for

Net Profit and
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these effects, the adjusted Net Profit was Rs.2.63 billion in 2005/06. The
comparative figure for the previous year, after adjusting for effects of

tsunami income was Rs.2.09 billion.

The breakdown of quarterly performance highlights the strong
performance of the Group, particularly in the 4th Quarter of the year
under review, driven primarily by the rebounding of the Leisure

Industry Group.

Quarterly Performance - At a Glance

FY2005/06
Rs.millions Q1 a2 Q3 04 Total
Net Turnover 6359 7816 7518 8234 29,977
PBT 603 1,068 1,102 1,537 4,310
Transportation 561 578 612 619 2370
Leisure -38 27 164 574 Yl
Property 32 433 166 216 847
Food & Beverage 83 57 73 98 3N
Information Technology 2 17 32 64 115
Financial Services 84 118 116 48 367
QOther (121 (163) {61) {81) (426)
Profit Attributable to Shareholders 388 730 775 1,157 3,050
Total Assets 39697 38497 36618 39460 39460
Shareholders' Funds 18847 19659 20,234 22945 22845
Total Debt 8,781 8,141 5,690 5,327 5,327
Closing Share Price (Rs.) 12900 17200 12925 15775 15175

Return on Equity (ROE) and Return on Capital Employed (ROCE)
Boosted by Earnings, the ROE recorded a healthy increase to 14.6 per
cent from 12.6 per cent the previous year. As the analysis below depicts,
this was driven primarily by the improvement in Return on Assets (ROA).
ROA improved to 8.8 per centin the year under review as against 7.0 per
cent the previous year. The Common Earnings Leverage (CEL) which
indicates the proportion of PAT that is allocable to Shareholders
declined from 0.91 to 0.87 in 2005/06. While the reduced proportion of Ml
to PAT, due to higher profits from companies in which the Group had a
higher shareholding, had an impact, the extra-ordinary item of Rs.185
million relating to the tsunami in 2004/05 increased the ratio in the
previous year. The Capital Structure Leverage (CSL) ratio measures the
degree to Which’the Group uses Shareholders' Funds to finance Assets.

The lower ratio of 1.90 in 2005/06 indicates increased funding of Assets

through Shareholders' Funds.

00506 146% = 88% x 087 «x 190
00405 126% = 70% x 091 x 200

The Return on Capital Employed was 15.9 per centin 2005/06 as against
13.7 per cent in 2004/05. However, if the ROCE was adjusted for the
effect of change in fair value of Investment Properties and profits fram
sale of Non-Current Investments, the ROCE would reduce to 14.6 per

cent in 2005/06 compared with 12.9 per cent the previous year. Overall,
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the un-adjusted ROCE improved as a result of improvements in the
EBIT Margin and the Asset Turnover of the Group. Whilst the
improvement in EBIT Margin from 14.0to 14.4 per cent was a factor, the
significant aspect of the improvement in ROCE was the increased
Asset Turnover from 0.74 to 0.85. The ratio of Assets to Capital
Employed decreased marginally to 1.30 from 1.31 indicating that the

proportion of Assets financed by Equity and Debt remained essentially

unchanged.
EBIT Margin
FYQ4/05 FY05/06 |
14.0% 14.4%
ROCE
Asset Turnover FY04/05 FY05/06
FY04/05 FY05/06 > 13.7% 15.9%
074 0.85 Change
16.1%
Assets/(Debt+Equity)
FY04/05 FY05/06 —
1.31 1.30

From an Industry Group perspective, the ROCE increased on account
of improvements in ROCE in all Industry Groups barring Leisure. The
materiality of Transportation, Leisure and Property ROCE in the context
of the Group is significant given the Capital Employed in these Industry
Groups. The increase in ROCE of Property from 4.4 per centto 15.5 per

cent, coupled with the Transportation ROCE improvement to 47.3 per
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Industry Group

ROCE Comparison.

Property g 155% 2005/06 .

2004/05
Financial
Services
Information
Technology
Food &
Beverage

Transportation

Leisure

cent had a significant bearing on Group ROCE. Financial Services and
IT increased ROCE off a low asset base, while F&B improvement of
ROCE also had a positive impact on Group ROCE. Although EBIT
dropped only marginally from Rs.836 million to Rs.821 million, the ROCE
in the Leisure Industry Group was below the previous year due to a
large increase in the capital employed in the form of investments in
Cinnamon Grand and other hotels. However, it is expected that
investments made in the current financial year would begin to show

positive results in the ensuing financial years.

Further analysis and details on ROCE are provided in the discussion on

Portfolio Movements and Evaluation section of the Annual Report.




GROUP FINANCIAL POSITION AND LIQUIDITY

Highlights

* Total Shareholders' Funds increase 22 per cent to Rs.22.94 billion
¢ Total Debt reduces by Rs.3.77 billion to Rs.5.33 hillion

» Debtto Equity ratio declines to 20.0 per cent

¢ Net Cash Flow from Operating Activities was Rs.2.66 billion

* Asset Turnover improves to 0.85 in 2005/06 from 0.74

Balance Sheet Structure

The graph below depicts the composition of the Balance Sheet over
the last three financial years. Total Assets reduced marginally in
2005/06 to Rs.39.46 billion as against Rs.39.70 billion the previous year
primarily due to reductions in Assets in relation to the: (a) Divestment
of KPMS — Rs.2.23 billion; (b) Merger of P&0 Nedlloyd Keells (PONK)
with Maersk Lanka (Pvt) Ltd resulting in PONK no longer being
consolidated — Rs.126 million; and {c) Merger of MLL and NTB, with
NTB as the surviving entity, resulting in MLL no longer being
consolidated - Rs.4.70 billion. If not for the afore-mentioned disposals
and merger, the Total Assets of the Group would have been Rs.46.52
billion, a growth of 17 per cent. A reduction of Rs.2.11 billion in Current
Assets also contributed toward the marginal decline in Total Assets
with Accounts Receivable reducing by Rs.1.16 billion being the most

significant change.

Total Equity increased by Rs.4.08 billion to Rs.26.61 billion whilst Current
Liabilities and Non-Current Liabilities reduced by Rs.3.16 billion and
Rs.1.15 billion respectively. Total Equity improved on account of
Earnings while Non-Current and Current Liabilities reduced
significantly due to reductions in Short and Long Term Debt. As with the
Assets, the divestiture of KPMS & PONK resulted in Debt of Rs.1.28
billion being eliminated from the Balance Sheet. The change in
accounting of MLL resulted in a further Rs.3.38 billion of Debt being
eliminated from the Balance Sheet. The total Debt eliminated from the

Balance Sheet as a result was Rs.4.66 billion.

Balance ’Sheéf’S-trﬂctdr"e’

Ia5i E es) i

Alifigures in
Rs. miffion

Total

3 Current Liabilities

£ Non-Current Liabilities
3 Minority Interest
Shareholders’ Funds

T2 Inventory and Receivables
{23 Other Non-Current Assets
Praperty, Plant & Equipment

Non Current Assets

The total Non-Current Assets of the Group increased from Rs.26.11
billion to Rs.27.98 billion in 2005/06, an increase of Rs.1.87 billion.
Increases were seen in Investments in Associates and Investment
Properties by Rs.914 million and Rs.2.47 billion respectively. Investment
Properties were re-classified as a separate item on the Balance Sheet
as per SLAS 40 and includes Investment Properties of Trans Asia
Hotels, Asian Hotels & Properties Ltd,, Tea Smaliholders and Keelis
Realtors Ltd. Property, Plant and Equipment (PPE) which accounts for
72 per cent of Non-Current Assets grew only marginally by Rs.94
million, mainly due to PPE of KPMS, MLL, and PONK being eliminated
from the Balance Sheet. The combined effect of the elimination of PPE
was Rs.2.49 billion.

Non-Current Assets increased in all industry Groups barring Financial
Services, which reduced its Non-Current Assets by Rs.1.12 billion due
to the effect of the MLL merger referred to above. The Leisure, Property
and Transportation Industry Groups increased its Non-Current Assets
by Rs.3.89 billion, Rs.837 million and Rs.452 million respectively. The
Leisure Industry Group accounted for Rs.13.79 billion, 49 per cent of the
total Non-Current Assets with Property, Transportation, and Food &
Beverage accounting for 18 per cent, 13 per cent, and 9 per cent

respectively.

Working Capital

Net Working Capital increased from Rs.1.95 billion to Rs.3.00 bitlion in
2005/06, an increase of 54 per cent, as a result of a reduction in Short
Term Borrowings amounting to Rs.2.93 billion due the divestments and

merger referred to above.

Current Assets reduced by Rs.2.11 billion to Rs.11.48 billion in 2005/06
due to a reduction of Rs.1.16 billion in Receivables. Cash in hand and
Short Term Investments reduced by Rs.894 million and Rs.492 million
respectively. The Group has at its disposal Cash and Short Term
Investments of Rs.1.59 billion and Rs.2.54 billion respectively, totalling
Rs.4.13 billien, of which Rs.2.18 billion was Foreign Currency based. The
Transportation, Leisure and Property Industry Groups coliectively
accounted for a majority of both Cash and Short Term Investments.
These Industry Sector Groups accounted for Rs.1.17 billion of the Cash
and Rs.1.94 billion of Short Term Investments. Inventory increased by

Rs.441 million to Rs.2.08 billion, an increase of 27 per cent.
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The average inventory period was 36 days, remaining at 2004/05 levels.
Accounts Receivable decreased to Rs.5.26 billion in 2005/06, a
reduction of 18 per cent primarily due to elimination of Receivables of
MLL. The average days receivable reduced from 85 days to 71 days in
2005/06, a significant reduction of 20 per cent. Current Liabilities
reduced by Rs.3.16 billion. Accounts Payable increased marginally to
Rs.4.99 billion in 2005/06.

Current Assets &1

Current Liabilities 3 Liquidity
Cash and Short-Term Investments = V1 anagement

Rs.million
15,000

12,000 4

6,000

3,000 4

- §
- 1
|

() S— ' j

2001/02 2002/03 2003/04 2004/05 2005/06

The above changes in Working Capital resulted in a shortening of the
Working Capital Cycle of the Group. The Net Warking Capital Cycle of
the Group reduced from 26 days in 2004/05 to 21 days in 2005/06.

Activity and Liquidity Raties

Activity

The Asset Turnover improved from 0.74 in 2004/05 to 0.85 in 2005/06 as
a result of better asset utilisation at a Group level. Improvement in
Revenue by Rs.6.28 billion while Total Assets remained static enabled
the improvement in efficiency of Asset utilisation. Property, Plant and
Equipment Turnover also improved from 1.2 in 2004/05 to 1.5 in 2005/06.
Although investments in Property, Plant and Equipment in the Leisure
Industry Group increased significantly, this was off-set by the
reduction of PPE in Plantations and Financial Services due to the

divestment and merger referred to above.

With the exception of the Leisure Industry Group, all other Industry
Groups improved utilisation of Assets. Transportation, Food &
Beverage and Property, all Industry Groups with large Asset bases did
well to improve Asset Turnover. IT and Financial Services also
improved Asset Turnover, although off a lower Asset base. Although
Revenue increased marginally by Rs.105 million in the Leisure Industry
Group, investments in the City and Resort Hotels Sectors saw its Asset
base increase by Rs.3.31 billien, thus affecting the Asset Turnover.
Improved efficiency of Asset utilisation in the Leisure Industry Group is

anticipated in the ensuing year.
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Liquidity

The Current Ratio of the Group increased from 1.2to 1.4 in 2005/06. The
Quick Ratio increased marginally to 1.1 from 1.0 the previous year. The
improvement in the Quick Ratio was due to reductions in Short Term
Borrowing although this was compensated for partly by the reduction
in Cash and Cash Equivalents at the year end by Rs.1.21 billion against

last year, thus reducing liquid Assets.

Cash Flow

Cash and Cash Equivalents decreased by Rs.1.21 billion during the year
2005/06, primarily due to a reduction in the Cash Flow from Operations.
The Cash Flow from Operations prior to Working Capital changes
increased to Rs.4.47 billion as against Rs.3.80 billion the previous year
on account of improved Earnings. However, the Net Cash Flow from
Operations at Rs.2.66 billion in 2005/06 reflected a decrease of Rs.1.95
billion over 2004/05 figures. This was primarily due to negative Working
Capital changes of Rs.1.23 hillion as against positive Working Capital
changes of Rs.988 million the previous year. Working capital changes
in the previous year were due to the effect of the MLL acquisition,
while during the current year, MLL ceased to be consolidated due to
the merger. Increased Tax and Interest Payments further reduced the
Net Cash Flow from Operations. Cash Out Flow from Investing
Activities was Rs.2.85 billion due to purchase of Property, Plant and
Equipment of Rs.4.04 billion largely on account of capital expenditure
on refurbishments of the Cinnamon Grand and other hotels in the
Leisure Industry Group. Proceeds from sale of Non-current Assets of
Rs.1.27 billion due to the disposal of KPMS and MLL reduced the net
effect on Investing Activities. The Net Cash Flow used in Financing
Activities was Rs.1.03 billion due to payment of Dividends amounting to
Rs.1.43 billion. The net proceeds from borrowings were Rs.294 million.
The Cash Flow from Operations before to Working Capital changes of
Rs.4.47 billion was adequate to cover Capital investments amounting

to Rs.4.26 billion in the year under review.

Capital Investments Against
Cash Flow from Operations .

Rs.million Cash flow from Operations before
8,000 - Working Capital changes

7,000 Capital investments &
6,000 +
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2,000
1,000
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Interest Cover

The Interest Cover of the Group improved to 9.2 in 2005/06 from 8.8 in
the previous year. While the Group Interest expense increased by 30
per cent, the increase in EBIT by 36 per cent more than offset the
increase in Interest, resulting in an improvement in the Interest Cover
of the Group. Coupled with the Groups low Debt/Equity ratio the current
Interest Cover indicates the Groups ability to increase borrowings

further if necessary.
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The Cash Interest Cover of the Group was 8.5 as against 9.4 the
previous year. The marginal difference between the Interest Cover of
9.2 and Cash Interest Cover of 8.5 highlights the Group’s adequate Cash
resources to meets its Finance Expense obligations. This marginal
decline compared with last year was due to the increased Interest
Expense during the year. Meanwhile, the Cash Interest and Tax Cover
of the Group was 3.2 in 2005/06 as against 4.1 the previous year.
Although marginally lower than in the previous year, the Cash Interest
and-Tax Cover of the Group is still at healthy levels reflecting adequate
Cash from Operations prior to Working Capital Changes to meet its

Interest and Tax obligations.

Leverage and Capital Structure

Capital Structure

Total Assets of the Group as at 31st March 2006 were Rs.39.46 billion as
against Rs.39.70 billion the last year. Assets were funded hy
Shareholders' Funds (58 per cent), Minority Interest (9 per cent), Long
Term Creditors (11 per cent), and Short Term Creditors (22 per cent).

The Long Term funding of Assets is Rs.30.98 billion, or 79 per cent of
Total Assets funded in the proportion of 74 per cent, 12 per cent, and 14
per cent by Sharehalders' Funds, Minority Interest, and Long Term

Creditors respectively.

Leverage

The Financial Leverage Multiplier reduced to 1.48 in 2005/06 as against
a figure of 1.76 in 2004/05, indicating that Assets were increasingly
funded with Equity Capital.

Debt

Total Debt of the Group was Rs.5.33 billion against Rs.9.10 billion the
previous year. The net reduction of Debt by Rs.3.77 billion was a result
of Rs.4.67 billion being eliminated from Total Debt due to the divestment
of KPMS & PONK and the merger of MLL and NTB. If these eliminations
were not made, the Tota! Debt of the Group would have increased to
Rs.10.0 billion. The Net Debt of the Group, after adjusting for MLL Debt
and Customer Advances of Monarch, declined by Rs.270 million from
Rs.1.62 billion to Rs.1.29 hillion on account of reduced Debt, although a

reduction in Cash & Cash Equivalents partly off-set this decrease.

The Debt/Equity ratio declined from 27.6 per cent to 20.0 per cent in
2005/06, boosted by Earnings and reductions in both Short and Long
Term Borrowings. If the Total Debt of KPMS, PONK and MLL had not
been eliminated, the Debt/Equity ratio would have increased to 37.6 per
cent. The reduction in the Debt/Equity ratio to 20.0 per cent highlights
the Group's capacity to enhance its Debt levels.

Statement of Changes in Equity

Shareholders' Funds were Rs.22.94 billion at the end of 2005/06 as
against Rs.18.82 billion the previous year, an increase of Rs.4.12 billion.
Changes in Equity were primarily impacted by Rs.3.05 billion as Profit
after Tax less Dividends of Rs.1.20 billion paid during the year. The
effect of adopting SLAS 40 and surplus on revaluation of Property had
a positive impact on Equity by Rs.629 million and Rs.1.26 billion

respectively.
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Enterprise Risk Management (ERM)

Given its diversified business setting, the John Keells Holdings Group
is of the view that a disciplined approach to Risk Management is
important in ensuring that the Group only accepts risks that it is
adequately compensated for when pursuing its strategic objectives.
Accordingly, the Board considers Risk Management as a vital

element of its Enterprise Governance.

In our implementation and evolution to ERM in the John Keells Group,
Business Risk Management (BRM) was formally implemented during

the year within the individual businesses and operations of the Group.

The BRM Program

The Group BRM program has enhanced and incrementally
strengthened the structured risk management process that had been
earlier adopted, principally, at a Group level, and has contributed
greatly to further entrenching a risk management culture within the
organisation. BRM which is owned and executed by the Business

Units is designed to achieve the following objectives:

Execution under a disciplined process - encompasses a
comprehensive approach, using organisational competencies and
accountabilities to anticipate, identify, prioritise, manage, and
monitor the portfolio of business risks impacting the business unit in
order to consistently achieve business goals and objectives and
improve Stakeholder value. During the year, the Group introduced the
cosol’) erm Integrated Framework and Implementation
Methodology.

Confidence in decision-making — enables managers to operate with
the confidence that they understand their high risks and have
effective strategies to mitigate them. The Group adopts a “5x5 Rating
Map” to create a method of mapping and categorising risks.

Avoidance of surprises — helps to protect Investors, Customers,
Birectors, Employees and other Stakeholders from avoidable and, if
taken to a logical extreme, unavoidable operational and financial

impacts.

The early introduction of ERM into the Group facilitated the
acceleration of Business Unit awareness of significant downside
risks as well as the upside risks that could be exploited for long-term
competitive advantage particularly in areas such as quality, cost, and
productivity. At a Business Unit level there are a number of
monitoring committees that are active in managing risk and
conducting future risk sensing. BRM has, in more ways than one,
reinforced the commitment of a Business Unit’s contribution to the
Group Enterprise Risk Management. Using the inputs from the BRM,
the Group is now able to identify, with greater definition, the risks that
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affect it at the Strategic Business Unit, Sector, Industry Group and
JKH Group levels.

Risk Register

The Group Risk Management Unit established a universal register of
inherent risk types applicable across the Group's portfolio of
businesses to achieve alignment and ensure effective
communications when dealing with risks. This is tabulated in the

adjacent page.

The universal Risk Register adopted by the Group allows for a
common language among the businesses, leadership, and the Audit
Committee of the Board of Directors and has enabled the Group to
aggregate risk themes for ERM reporting and analysis. The levels of
risk and the risk control measures taken to mitigate the risks
identified depend largely on the business strategies and operational
plans of the individual business units.

The BRM and ERM analysis and reporting has enabled greater focus
on key operational and financial risk areas such as socio- economic,
competition, internal processes, procurement, preduct, currency and
interest rate fluctuations, information technology, human resources
etc. Appropriate mitigating actions have been identified and have
been put into place at the various levels of the Group's organisation

hierarchy.

JKH Portfolio of Risk

The Group rates its risk as Ultra High, High, Moderate, Low and
Insignificant after taking into consideration the probable
impact/severity ranking on one side and the likelihood/occurrence
ranking on the other. This is reviewed by the GEC twice a year. A
review of the JKH portfolio of risks made in November 2005 saw a
very positive outlook where the overall ratings of many risks were
downgraded after taking into consideration the implementation
progress made on identified action plans and other mitigation

activities and control measures as tabulated on pages 46 and 47,

Strong Executive backing and sponsorship to ensure buy-in at the
right levels of leadership, a staged framework and implementation
methodology, accountability by business units, a good balance
between segment value and enterprise governance, integrating the
BRM and ERM with Internal Audit validation, aggregating risk
information and creating global portfolio views of risk and providing
best-practice development and consultative support from external

sources are the success factors from this Group wide initiative.

100801 - The Committee of Sponsoring Organisations of the Treadway Commission)




Universal Risk Register

Ed(

Related Risk

Political Reputation and Internal Business |Leadership Performance Technology
Brand Image Process Management Infrastructure/
Architecture
Competitor Capital & Finance |Operations — Skills/ Budgeting/ Data Relevance &
Planning, Competency Financial Planning {Integrity
Production
Process
Catastrophic Loss |Strategy & Operations - Change Readiness |Accounting/ Tax | Data Processing
Innovation Technology Information Integrity
Design, Execution
& Continuity
Customer Business/ Product |Resource Capacity | Communication External Reporting | Technology
Expectations Partfolio & Allocation & Disclosures Reliability &
Recovery
Macro Economic | Organisation Vendor/ Partner Performance Pricing / Margins | IT Security
Structure Reliance Incentives
Foreign Exchange | Stakeholders Channel 1Accountability Market IT processes
and Interest Rates Effectiveness Intelligence
Weather & Climate | Investments & Interdependency [Fraud & Abuse Contract
Mergers & Commitment
Acquisitions
Environment, Customer Knowledge/
Health and Safety |Satisfaction Intellectual Capital

Quality Legal, Regulatory |Change
Compliance & Integration
Privacy
Innovation Labar Relations
Liability Attrition
Utilities
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Political Risk

JI(H Risk Status as at 30 November 2005

High

Ultra High

The Group worked through established lobby groups,
trade associations, and others and through its own
apolitical conduct in influencing progress towards lasting
peace and national prosperity. The Group also maintains
constant dialogue with many Stakeholders.

Brand Image Risk

Moderate

High

Corporate Communications Guide relating to the use of
JKH and Keells brands on public communications
including advertisements and corporate identity was
formalised. A Code of Conduct, which calls for Employee
behaviour and a generic quality policy that is consistent
with the Group values was introduced.

Internal Process Risk

Moderate

Moderate

A concerted effort to review processes on SAP is now
complete ensuring that the internal checks in the various
SAP controlled processes are intact. In addition, effective
reviews by risk management and control review
concentrating on business process internal controls,
operational controls and strategies for continuous
improvement are being identified at various lgvels.

Human Resource Risk

Moderate

Ultra High

Significant time and resources have been invested on
strengthening HR processes with a view to achieving our
HR vision to be “More than just a work place”. Significant
in this regard are the extensive Employee and climate
surveys carried out within the Group, the implementation
of an effective performance management system, a
leadership framework defined by behavioural and
technical competencies, career and succession planning,
training, talent appreciation, reward and recognition and
compensation and benefits initiatives that have been
reviewed and revised to modern standards. A
participatory dialogue, on a proactive basis, with
unionised Employees is now more the norm than the
exception.

Legal & Regulatory Risk

High

Ultra High

Specific review and audits at Sector and Business Unit
levels have been implemented to ensure compliance with
statutory and regulatory requirements in an environment
that is continuously changing. Quarterly compliance
reviews reinforce these efforts. The Group continues to
campaign, through established lobby groups, for clear and
unambiguous policies and laws. Retrospective changes to
tax legislation continue to be a matter of major concern.

Environment, Health and Safety Risk

Moderate

High

Ongoing EHS Surveys of the Group companies and the
identified recommendations are being implemented on a
prigritised basis. As a part of the Group’s insurance
strategy, several physical risk surveys were carried out by
the Group's insurance intermediary. The findings of these
surveys were forwarded to the subject companies and are
being addressed. An expert in electrics and lighting has
been appointed to audit all the properties in those
respects. Steps have also been taken to heighten safety
awareness among Group Employees.
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JKH Risk Status as at 30 November 2005
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Stakeholders Risk High Ultra High The Group believes that its success depends on the
degree to which it can balance both profit and the
interests of all its Stakeholders by maintaining an effective
up-to-date Group strategy and business plan. The Group’s
Corporate Social Responsibility plans and objectives have
considered the Stakeholder expectations of a corporate in
terms of responsibility, reliability, credibility and
trustworthiness and to be recognised as a good corporate
citizen. The John Keells Social Responsibility Foundation
has been registered as one of the vehicles to implement
and achieve these.

Macroeconomic Risk Ultra High High The lack of enabling infrastructure has been identified as
one of key inhibitors of economic growth. The Group
continues to lobby the authorities for progress in this area
through trade associations, and lobby groups and through
direct dialogue.

Capital and Financial Risk Low Moderate The capital and the financial risks, such as exchange rate
and interest rate risks of the Group are proactively
managed through the Central Treasury with progressive
management and monitoring of the foreign currency
portfolio, cash portfolio and Group-wide credit control
program resulting in minimisation of cost of net debt within
prudent risk parameters.

Technology Risk Moderate High When considering and/or approving expenditure in new
plant and equipment, the economic sustainability of the
project is focused and deliberated at length. Research and
Development takes a prominent place in the Group
strategy and decision making process. Development of
information system solutions demands continuous
investment, and the related measures to safeguard
proposed and existing infrastructure from external and
internal vulnerabilities are continuously reviewed. The
coordination of the Group's information system
architecture as well as its IT purchases and strategies has
been centralised in the Group’s Information Technology
Unit. This brings about synergy benefits and improved cost
efficiencies through economies of scale in addition to
retaining process, systems and management technology
competitiveness.

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006 47



Risk Review and Control

The Board has overall responsibility for the system of internal control
and conducts regular reviews of its effectiveness through the Audit
Committee. A sound system of internal control has contributed to
safeguarding Shareholders' investment and Group assets. Since
praofits are, in part, the rewards for successful risk-taking in business,
the purpose of internal control is to help manage and control risk

appropriately, rather than to totally eliminate the risk,

The GEC is responsible for determining strategies and policies for risk
management and control. Senior Management are responsible for
designing, operating and monitoring risk management and internal
contral processes, and the Audit Committee, on behalf of the Board
of Directors, is responsible for reviewing the adequacy of these
processes. The system of internal control is designed to enable the
Group to achieve its corporate objectives within a managed risk
profile.

The Board confirms that there is a process for identifying, evaluating,
and managing the significant risks that endanger the achievement of
John Keells Group strategic objectives. The process has been in
place throughout the year and up to the date of approval of the
Annual Report, and also in accordance with the guidelines set out by
the Institute of Chartered Accountants of Sri Lanka (ICASL). The Audit
Committee has reviewed the effectiveness of this process.

The process used by the Audit Committee to review the effectiveness

of the system of internal contro! includes:

* discussions with management on risk areas identified by

management and/or in the audit process;
¢ the review of internal and external audit plans;

» the review of significant issues arising from internal and

external audit reports; and

» the review of significant Group risks reported by the Risk
Review and Control Division in conjunction with the Group
Risk Management Unit.
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Next Steps

While the Group has come a long way in its BRM and ERM journey, it
is recagnised that there is much more to achieve. The Group is in the
process of a deliberate and focused evolution to full ERM . Itis also
investigating ways and means on how to predict risk and incorporate
“risk-sensing” analysis into ERM thereby creating a menu of
preventative/mitigatory measures. Additionally, as the Group
networks, and shares, best practices with other companies both
inside and outside its industries and countries that it operates in, it
has been able to validate its current methods and benefit from other
companies’ lessons and experience. Physical and industry
benchmarking assignments are already a part of the ERM Program
and will take greater importance in 2006/07.

We have implemented, and will continue to evolve, BRM and ERM to
identify and manage business risks, to achieve alignment and
awareness of leadership in the area of risk, to enable a “no
surprises” management environment, and to provide value-added
consulting to the businesses. Risk Management is an important part
of Enterprise Governance and is proving to be increasingly useful in

today's tumultuous business environment.
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The Group actively reviews its portfolio of businesses to align it with

the broad strategic direction of the Group. Consequently, during the

year the Group made numerous changes to its portfolio of

businesses. The highlights are as follows:

* Acquisition of “Alidhoo”, the Group’s third island in the Maldives

*  Acquisition of Yala Village hotel

* Joint venture with Raman Roy Associates to commence BPO
operations in the Region

*  Merger of Nations Trust Bank and Mercantile Leasing

¢ Divestment of Keells Plantation Management Services
(Pvt) Limited

Acquisitions and New Business

Alidhoo

In May 2005, JKH entered into a memorandum of understanding
{MOU) with the owners of Tranquility Pte Ltd (TPL), a company which
holds the lease rights to the Alidhoo Island in the Haa Alifu atoll in the
Maldives, to jointly develop a 100 chalet luxury resort on the Island.
Construction of the resort has commenced and is expected to be
completed by December 2006. The lease is valid for a period of 23
years. JKH’s total investment in Alidhoo would he USD 24 million of
which USD 19.9 million is the remaining commitment as at the end of
2005/06. The investment will increase JKH's total inventory in the
Maldives to 280 rooms, and would be JKH's first hotel sector venture

into the premium-luxury tier.

Yala Village

In October 2005, the Group acquired an 80 per cent stake in Yala
Village (Pvt.) Limited via its resort hotel sector holding company, John
Keells Hotels Limited. The 60 bedroom cabana-type resort
complements the Group's resort portfolio given that it adds to the
diversity of product and focation of the portfolio. Other compelling
factors for the acquisition included the present dearth in supply of
graded rooms in the Yala region and the ability to market the resort as
a long stay game-lodge as well as a round-tour proposition.
Additionally, the land extent allows for future expansion of the resort
by a further 20 to 30 chalets, should the demand justify this.

An investment of Rs.175 million was made for the 80 per cent stake:
Rs.75 million in ordinary shares and Rs.100 million in redeemable
preference shares. The Yala Village company balance sheet was

leveraged by Rs.100 million to settle debts to former Shareholders.

Since the acquisition, the resort has enjoyed an average occupancy
of 68 per cent which is well above that experienced in the previous

months.

* Since the year end, the Group has acquired a 15-year sub lease on
Dhonveli Resort & Spa, thereby securing our fourth Resort in the
Maldives. Dhonveli has 150 chalets including 60 water bungalows

and is located 13kms from Male.

Joint Venture Agreement - BPQ

In December 2005, as part of the Group’s internationalisation strategy,
JKH entered into a Joint Venture with Raman Roy Associates (RRA) of
India to develop a Business Process Outsourcing (BPO) venture in the
Asian Region. RRA is led by Raman Roy, who is widely regarded as the
pioneer and "guru” of the BPO industry in India. He is fondly referred to
as "the father of the Indian BPQO Industry". He has played a pivotal role
over the last 14 years in promoting Indian BPO and proving that India
can be a preferred location for remote processing. The venture is
expected to have significant operational synergies due to the
expertise of Raman Roy and the resources and strengths of JKH. JKH
and RRA have committed USD 22 million to the venture. With the high
growth of the BPO industry coupled with the development of
potentially untapped BPQ markets, it is expected that this investment

will yield significant returns in the medium to long term.

Merger

Merger of Mercantile Leasing with Nations Trust Bank

On 1 January 2006, Nations Trust Bank Ltd (NTB) merged with
Mercantile Leasing Ltd (MLL). The merger was effected under and in
accordance with sections 206 to 208 of the Companies Act No. 17 of
1982, whereby the whole of the assets, undertakings, property,
business and liabilities of MLL was vested in NTB by Order of Court
dated 30th November 2005 (D.C. Colombo Case No 7432/Spl).
Following the merger, MLL was dissolved without being wound up
and NTB remained as the continuing entity. The leasing operations of

the former MLL continue under the new brand of “Nations Leasing”.

The merger was effected by way of a share swap in the ratio of 2 NTB
shares for every 1 MLL share and was for the entirety of MLL's issued
share capital of 20,393,002 ordinary shares. Following the merger, the
John Keells Group’s shareholding in NTB increased to 29.9 per cent.
The merger resulted in a profit of Rs.188.8 million for the Group.

Merger of P&0 Nedlloyd Keells with Maersk Lanka

In July 2005, P&0 Nedlloyd Keells (PONK), as0 per cent subsidiary of
JKH, which held the shipping agency for P&0 Nedlloyd, merged with
Maersk Lanka Ltd {Maersk}, as an offshoot of the global merger that
transpired between Danish shipping giant AP Moeller-Maersk and
Dutch rival Royal P&Q0 Nedlloyd.
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The merger resulted in JKH's controlling stake in PONK being
replaced with a 30 per cent associate stake in Maersk. The
transaction had a net positive impact of Rs.22.7 million on Group
profits for 2005/06, being the net of negative goodwill on equity
accounting of Maersk and loss on disposal of PONK.

Divestment

Plantations — KPMS

On 13 September 2005, JKH sold its 51 per cent stake in Keells
Plantation Management Services (Pvt.) Limited (KPMS), the helding
company of Namunukula Plantations, to RPC Management Services
Limited for a consideration of Rs.168 million. The Group recorded a
book profit of Rs.7.1 million as a result of this divestment. The Board
and Management concluded that KPMS did not fit with the long-term
strategy of the Group and also was unlikely to meet the minimum
Group return requirements in the foreseeable future. With the
divestment of KPMS, JKH has completely exited from the ownership

of Plantations. The Plantations Sector has been re-named the
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Plantations Services Sector with Tea Broking, Warehousing and Tea
Smallholders coming under its wing. We have also discontinued
reporting Plantations as a separate Sector from this reporting year

onwards.

Restructuring

De-listing of Hotel Companies

The Group completed the second phase of its hotels sector
restructuring exercise commenced during 2004/05 whereby the
ownership of all Group resort hotel companies was consolidated
under a single holding company (89.07 per cent subsidiary of JKH)
John Keells Hotels Limited (KHL). In July 2005, four of the listed
subsidiaries of KHL; Ceylon Holiday Resorts Limited, Mabarana Lodge
Limited, Kandy Walk Inn Limited and International Tourist and
Hoteliers Limited were de-listed from the Colombo Stock Exchange.
KHL is now the only listed entity in the resort hotel segment of the
Group and will be the vehicle for raising future capital for the entire

segment.




PORTFOLIO MOVEMENTS AND EVALUATION

JKH strives to house a balanced portfolio of businesses, that would
lead in strategic growth sectors. Due to the diversified nature of the
JKH Group, we recognise the importance of monitoring the portfolio,
managing the risks of the portfolio and increasing the portfolic value
by maintaining minimum performance hurdles for the strategic

businesses.

The JKH Portfolio Evaluation and Review Process is grounded on four
filters;

“Growth Filter” — which evaluates a business in terms of its

industry attractiveness

“Strategic Filter” — that critiques the long term competitive
advantage of a business/industry by evaluating the strength of
competitive forces, specific industry/business risks, ability to
control value drivers and the competencies and critical success

factors already inherent in the Group Company.

“Complexity Filter” — which considers factors such as Senior

Management time and the risk to brand, image and reputation.

JKH's hurdle rate (or Required Rate of Return) is a function of the
Weighted Average Cost of Capital (WACC), derived from the Group’s
Cost of Equity, Cost of Debt, Target Leverage, Tax Rates and the value
creation premium required over and above the WACC. Strategic

Business Units are risk assessed under headings such as Customer

ROCE (%)
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“Financial Filter”- that has the JKH Hurdle Rate as its corner stone

concentration, Suppliers/Joint Venture Partner dependance, risk of
international entrant, labour dependence, cyclicality, dependance on

the Sri Lankan economy, regulatory dependance and civil war impact.

Given below is a graphical representation of the JKH portfolio review
and evaluation process. This year, the Maldivian Resort Hotels are
presented separately, as the risk profile of the Maldivian Resorts is
very different to the Sri Lankan Resort Hotels. Our exposure to the
Maldives is the only significant investment that is currently held
outside Sri Lanka. However with the investments in Alidhoo Island,
Dhonveli Resort and Spa in the Maldives and the BPO business,
which is expected to have a facility in India, the exposure outside
Sri Lanka is expected to increase. As indicated by the graph,
Transportation, Information Technology and Financial Services
Industry Groups performed well above the “Financial Filter” hurdle
rate and the Transportation Industry Group continued to generate the
highest Return On Capital Employed (ROCE) of the Portfolio. The IT
Industry Group performed exceptionally well in comparison to the
previous year, mainly on account of the comprehensive strategic
review carried out during the year. Both Food & Beverage
(Manufacturing and Retail) and Property Industry Groups, though
below the hurdle rate, demonstrated commendable improvements in
their ROCE. It must be noted that the low ROCE of the Sri Lankan
Resorts and the Destination Management Sector is mainly due to the
slow recovery from the tsunami. The substantial capital investments

in the City Hotels during the year also resulted in a low ROCE.
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Transportatio
Uperational Review

Ports
Transportation

Overview

The Industry Group recorded another exceptionally profitable year
primarily on the back of the Ports & Shipping related businesses
which continued to perform well. The Ports & Shipping related
businesses comprising Lanka Marine Services {LMS}, South Asia
Gateway Terminals (SAGT) and Maersk Lanka (formerly P&0
Nedlloyd Keells) were the largest contributor to the Transportation
Industry Group’s profits. The year under review saw an improved
performance from LMS, the land based bunkering facility for the Port
of Colombo which cansolidated its position and grew significantly in
volumes due to more efficient procurement practices and growing
supplier relationships. LMS also became the first bunker supplier in
the Region to comply with the MARPOL (Marine Pollution)

Regulations. This not only enabled the company to follow delivery

Transportation
relative to the Group

Transpartation =1
Others &

19%

Turnover EBIT Net Assets

procedures meeting very high standards but also further

strengthened Colombo’s position as a reliable source of bunkers.
LMS made a bold move to acquire MT “Lanka Marine Kelani”, a 1200
DWT (dead weight) ocean going tanker in January 2006 with a view
to further extending the reach of the company and considerably
improving its infrastructure. LMS was also accredited with an
international safety management certification which now allows the

company to handle and operate any type of vessel/tanker.

SAGT operations grew in volume during the year albeit at a slower
pace than the growth of the Colombo Port. This was primarily
attributable to a lower than expected volume growth of key

Customers. P&0 Nedlloyd Keelis continued to record significant
growth in volumes. As at December 2005, consequent to the global
buyout of P&0 Nedilyod by Maersk earlier in the year, P&0 Nedlloyd
Keells merged with Maersk Lanka, with the surviving entity being
Maersk Lanka. JKH, which had a 60 per cent stake in P&0 Nedlloyd
Keells, now holds a 30 per cent share in Maersk Lanka Pvt. Ltd, the

surviving Joint Venture entity.

In the Logistics business, DHL Keells continues to be a main
contributor to profits. During the year under review, DHL Keells
intreduced a breakthrough concept in pro-active Customer Service,
with the deployment of the DHL Quality Controf Centre at the bonded
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warehouse, The Quality Control Centre aims to mitigate [potential
delays which DHL Keells may experience within its network due to
airline problems, natural disasters and other unexpected causes.
DHL Keells was also appointed as the “Preferred Logistics Service

Provider” for the Sri Lanka Apparel Exporters’ Association. The
performance of Matheson Keells Enterprises Ltd (MKEL) during the
year was below expectations. Even though the freight forwarding
business grew substantially, the expected growth in |shipping
business did not materialise. Transware Logistics {TWL) had a
successful year and turned around from a loss making company to
almost break-even. Concurrent with an acquisition of a controlling
stake by Schenker in Star Trans International, Mack lnte‘rnational
Freight (MIF), was appointed as the agent in Sri Lanka for StarTrans
International, a Hong Kong based international freight-forwarder with
a strong network and sizable volumes in the Asia-US trade. This is

expected to increase volumes for MIF in the next year.

The Airlines business also had a good year and was led by Walkers

Air Services (WAS) with a healthy revenue and net profit g‘;rowth as

compared to the preceding year. Mackinnons American{ Express
Travel (MAET) bounced back by almost tripling its profits during the
year under review. This was achieved through the rationalisation of
costs and focusing on key drivers that were mapped o‘ut at the

beginning of the year.

Future Plans & Expectations

The Industry Group plans to continue its growth in 2006/07. The newly
acquiréd ocean going tanker, “Lanka Marine Kelani” is expected to
contribute to the volume growth of LMS by being able to carry larger
quantities to designated vessels and also provide the flexibility in
supplying more than one vessel at Qut Port Limits (OPL). Three
existing tanks will be fully refurbished in order to meet stringent
American Petroleum Institute (APl) Standards. SAGT volumes are

expected to increase with the advent of several new services to the

terminal from existing and new Customers.

In the Logistics business, DHL Keells is planning to move to a new
Country Office and service centre facility by the third quarter of
2006/07. This is currently under construction, thus signifying the
confidence placed by DHL in the local market. The new facility will
double DHL Keells' handling capabilities and also provide a more
conducive working environment to the Company’s staff. This facility
will include automated operational processes and a Quality Control
Centre. Our Indian operation MKEL will continue to grow its freight
forwarding business in major Indian metros. TWL plans to increase
its prime mover fleet and expand warehouse and Container Freight
Station {CFS) capacity. The Transportation Sector of the Industry
Group is also taking on new initiatives by exploring opportunities in
the Supply Chain Management {SCM) business and is currently
evaluating the feasibility of offering an end to end solution to

Customers.

Strategic Outiook

Asia is the fastest growing continent in the World and this growth is
expected to continue in the future. With Sri Lanka being strategically
placed virtually astride the main east — west shipping route, vessel
movement in the area is expected to increase significantly, thus
positively impacting the Ports & Shipping related businesses. We
plan to participate in the development of the South Harbour Port to
expand the Port of Colombo. Increased imports and exports will
generate further opportunities for growth within the Logistics
business whilst concentration on a growing demand for overseas
vacations by Sri Lankans will be a focus area for the Airline business.
With the expansion of Jet Airways' International routes we believe
there is potential to increase the frequency of flights between
Colombo and other cities in India.

Snapshet

Strategic Drivers

Penetration intoe Regional markets through
Regional offices.

Opportunities

Potential to expand operations in India with
the steady growth of the Indian economy.

Challenges

Regulatory policies on overseas investment,
Penetration into the Indian market.

Increasing Customer base and introduction
of new products and services while
maintaining superior/high guality service as
a key differentiator.

Positive economic outlook will significantly
increase exports and imports thus leading to
growth opportunities in the logistics &
shipping business.

Uncertainty in macro environment and
rising fuel prices.

Increasing the handling speeds and
efficiencies at the Colombo Port.
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Development of Colombo South Port

Competition from existing and emerging
transhipment hubs in the Region.




Transportation - Financial Review

Revenus

Financial Year 2005/06 proved to be yet another successful year for
the Transportation Industry Group. Revenues increased by 39 per
cent over the previous year to Rs.10.5 billion. A significant Revenue
growth of 43 per cent was recorded by the Ports & Shipping related
businesses. Revenues at LMS grew during the year helped by an
increase in sales volume. In addition, the depreciation of the
Sri Lankan Rupee from the levels experienced in January 2005 post
tsunami, also resulted in a positive impact on the USD based

revenue.

The Logistics business registered a Revenue growth of 23 per cent
over the previous year mainly on account of DHL Keells and TWL.
Though DHL Keells operations recorded a volume growth in all
product lines, the Revenue growth was mainly due to the continued
growth in the Import Express product and the greater penetration
of the garment industry. TWL Revenues increased during the year
mainly as a result of an increase in volumes handled.

However, the Airline business Revenues showed a marginal
decline compared to the previous year. This was mainly on account
of Gulf Air moving out of its Colombo online operations with effect
from April 2005. This decline was offset to some extent by the
Revenue of Jet Airways and the agencies of Monarch and Leisure
Cargo, which performed well with growth in both volume and
margins. A healthy growth in Revenue was also seen in the
outbound trave! business, particularly in the area of tickets and
holiday packages.

Return on Capital Employsd (ROCE)

The ROCE of the Industry Group grew from 43.1 per cent in the
previous year to 47.3 per cent during the year under review. This 4.2
percentage point ROCE growth arose from the good performance
of the Ports and Shipping related businesses during the year and

the overall reduction in the Industry Group's debt. The Industry
Group generated healthy cashflows to fund its Warking Capital,
expansions and dividends.

EBIT Margin

The Industry Group recorded an EBIT of Rs.2.4 billion, reflecting a
growth of 26 per cent over the previous year. The EBIT margin
however, declined to 22.6 per cent as compared to 24.8 per centin
the previous year and reflected the response to competitive

pressures and corollary pricing strategies.

The EBIT margin of the Ports & Shipping related businesses
declined by 3 percentage points over the previous year to 24.5 per
cent during the year under review. The bunkering business at LMS
recorded a slight growth in EBIT margin. However, this increase
was offset by moderate growth at SAGT mainly as a result of lesser
than expected volumes from its top Customers.

The Logistics business recorded a marginal decrease in EBIT
margin from 7.9 per cent in 2004/05 to 7.7 per cent during the year
under review. This decrease was primarily attributable to the
decline in EBIT margins at DHL Keells, MIF and our Indian
operations MKEL. In spite of marginal growth in the top-line, the
freight forwarding arm of the Industry Group, both in Sri Lanka and
India experienced a decline in EBIT on the back of lower margins
arising from increased competition in their primary business lines
and increased costs. Action plans, currently in place, will improve
this area significantly in the coming year. However this decrease
was offset by the growth in EBIT margins at TWL due to efficient
cost management and changes in the revenue mix.

The Airlines business recorded an EBIT margin of 24 per cent as
against 28 per cent in the previous year. This drop in EBIT margin
was mainly attributable to the cessation of the Gulf Air operations
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Financial Capsule

- (Rs.'000s)
Transportation 2005/06 2004/05 Chg %
Turnover* 10,524,467 7,579,244 39
EBIT 2,374,323 1,878,907 26
PBT 2370457 1,875,272 26
PAT 2,211,018 1,720,815 28
Total Assets 7,107,059 6,088,754 17
Total Equity 5171138 4,465,795 18
Total Debt 164,706 232,367 (29)
Capital Employed** 5,335,844 4,698,162 14
Capital Expenditure 193,706 45,735 324
No. of Employees 687 741 (7)
EBIT per Employee*** 3,456 2,530 37
* Tumover is inclusive of the Group's share of associate company
turnover

** For associate companies the Capital Employed is reprasentative
of the Group’s equity investment in these companies

*** EBIT per Employee is calculated excluding the Employees of
associate companies

as well as higher operational costs due to the implementation of
SAP in the Indian operations of the Airlines business. However, this
decrease in EBIT margin was offset to some extent by a stronger
performance of the Outbound Travel segment where the margins

grew by 120 per cent as compared to the previous year.

Asset Turnover Ratio
The Asset Turnover ratio increased by 12 per cent from 1.4 in the

previous year to 1.6 during the year under review.

Capital Employed

The Capital Employed for the industry Group increased by 14 per
cent as compared to the previous year primarily on account of the
increase in current assets arising from the increased business

activities and working capital requirements.

Profit after Tax

The Transportation Industry Group recorded a a growth in Profit
After Tax of 29 per cent against the previous year primarily on the
back of good performance by the Ports & Shipping related

businesses.
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LMS recorded an increase in net profit not only because of higher
volumes and better efficiencies from improved processes but also
due to exchange gains from the depreciation of the LKR against the
USD since the beginning of the financial year. The performance of
SAGT remained virtually unchanged as compared to the previous

year.

The Logistics business recorded a dip in PAT over the previous
year. The container yard and container freight station activities of
TWL recorded a positive turnaround which in turn helped to
mitigate the less than expected performance from the freight
forwarding operations both in Sri Lanka and India where an
increase in the sea freight volumes was more than offset by a
decline in the air freight volumes. The foreign trave! and advertising
costs being disallowed for income tax resulted in an increase in the
effective income tax charge for the year, whilst increased,
borrowing by DHL Keells in the latter part of the year, to fund its
project on the new country office, resulted in increased interest

costs.

The Post Tax Profits of the Airline business grew by 12 per cent as

compared to the previous year.




Leisure -
Uperational Review

City Hotels
Resort Hotels
Destination Management

Overview

The year under review continued to be sluggish for the leisure
industry and recovery from the impact of the tsunami took much
longer than expected. There was an overall 3 per cent decrease in
tourist arrivals into the Country when compared with the previous

year.

Despite the post tsunami dip in overail tourist arrivals to the Country,
guest arrivals to the city of Colombo held steady. Though tsunami
related travel supported occupancy levels during the early months of
the year, City Hotels enjoyed a steady stream of Corporate and
Meetings, incentives, Conventions and Exhibitions (MICE) arrivals

throughout the year under review.

The two city properties of the Group, Cinnamon Grand {formerly,
Colombo Plaza) and Trans Asia jointly increased their share of the
5-star city tourist traffic. Aggregate guest nights at the two properties
grew by 15.7 per cent compared to the 3.3 per cent of the industry, on
the back of marked improvements in the quality of offering and
concerted marketing efforts. Both Cinnamon Grand and Trans Asia
recorded healthy occupancy levels despite the increased number of
rooms offered during the year with 250 additional rooms offered by
Cinnamon Grand in November 2005 and 100 refurbished rooms by
Trans Asia in 2005.

The Group embarked upon a product re-positioning initiative during
the year, in a bid to create a strong brand/franchise that would
complement our regional expansion efforts and consolidate the
strengths of our premium local hotels. The first brand, “Cinnamon
Hotels & Resorts”, was launched at the World Travel Market (WTM)
in November 2005, as an up-market propesition, promising to indulge
guests in an abundance of unique experiences that blend ethnic

touches with modern comforts.

The Cinnamon Grand (formerly Colombo Plaza) was launched as the
flagship property under the new brand immediately following the

international launch. The hotel now functions with a new service
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food and beverage options which have made it one of the most
sought after destinations within the city. The Trans Asia, which is
presently under refurbishment, has been ear-marked to be the

second Cinnamon property to be launched in late 2006.

In our endeavours towards responsible corporate citizenry, the two
city hotels achieved 1SO 14001, 1SO 22000 and OSHAS 18001
certifications during 2005/08, thereby making significant headway in
Environmental, Food Hygiene and Occupational Health and Safety
practices. The Cinnamon Grand was the first hotel in Sri Lanka to be

awarded all three certifications.

The Resort Hotels on the other hand, continued to be impacted by
the tsunami as the decrease in arrivals from the major generating
markets namely Western Europe by 20.1 per cent and the UK by 13.1
per cent significantly impacted hotel occupancies. However, the
Habarana Lodge outperformed in profitability and amply justified the
investment in refurbishing it during the previous year. The
commitment of the hotel to Environment friendly practices was
recognised both locally and internationally as the hotel received the
coveted Presidential Award for Best Environment Practices and the

Kuoni Green Planet Award.
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Leisure - Operational Review

The Habarana Village was closed for refurbishment from June to
November 2005 but opened on the back of enthusiastic reviews from
tour operators and was in great demand during the winter season

averaging an occupancy rate of over 70 per cent.

The impact of incentives offered to stimulate the market was felt
most by the Citadel Kandy, Bentota Beach Hotel and Coral Gardens

which suffered on margins despite good occupancies.

Bayroo which was severely affected by the tsunami remained closed

during the year.

In October 2005, Yala Village was acquired with an investment of
Rs.275 million whereby the Group owns 80 per cent of the share
capital. The rationale behind the acquisition was to supplement the
existing product offering on the round trip hotels and gain access to
the fast growing global Eco and Adventure markets yielding higher
returns. The performance of the hotel has exceeded initial
expectations with the hotel recording average post acquisition

occupancy of 68 per cent at year end.

Velidhu Island Resort which was in operation throughout the year
maintained its excellent record not only in terms of occupancy and
profitability but also with regard to awards. Based on its service
performance in 2005, the hotel received the Thomas Cook Overall
Best of Brand and Best in Longhaul Category awards. It also received
the prized President of Maldives Occupancy Award for achieving the
highest occupancy rate in the category of resort hotels with more
than 200 beds.

Construction work on the third resort in the Maldives, Alidhoo has
commenced and the hotel is targeted to commence operations

during early 2007.

As part of the re-positioning strategy to enable the Group to cater to
distinct segments of the tourist market, the Group launched its
second hotel brand “Chaaya” at the International Trade Fair in Berlin
{ITB). The new brand will differentiate itself by strongly highlighting
the individuality of each of the hotels and showcasing and packaging
the varied experiences provided by these different venues and

properties.

Unlike Sri Lanka, the Maldives evidenced a sustained recovéry from
the impact of the tsunami with average national occupancy
increasing to 96.3 per cent in January 2006. This was mainly due to
various promotional initiatives undertaken by the Ministry of Tourism
which enabled the Maldives to be the most sought after destination
in the United Kingdom.

Club Hakuraa which was damaged by the tsunami re-opened in
October 2005 and was an instant success, ending the year at an
occupancy rate of over 93 per cent. This remarkable turn around
enabled the hotel to achieve a 57 per cent increase in profitability

when compared with the previous year.

The financial year under review was a difficult one for the Destination
Management Companies (DMC) in the Leisure Inbound Sector.
Leisure Inbound companies recorded a decrease of 29 per cent on
the actual number handled against the corresponding year. The
official tourism statistics included the flow of aid workers and
Sri Lankan expatriates who visited the country post tsunami, which is
not an accurate reflection of the leisure visitor. Despite the downturn,
it was interesting to see an increase in arrival figures from the Asian

Region particularly from India which holds tremendous promise.
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Leisure - Uperational Review

Future Pians and Expectatiens

The entire Leisure Industry Group has a promising year ahead of it.
This is a year which shall see much activity and consolidation of the
two brands launched in 2005/06. The newly refurbished Cinnamon
Grand, with its significantly enhanced product offering including a
new spa and health centre will look to attract a greater share of the
affluent inbound corporate travellers to Colombo. As the hotel is best
equipped to cater to diverse MICE requirements, specific marketing
efforts have been deployed to grow the hotel's meetings and
conventions business. Early market research has evidenced the
significa'nt opportunity to cater to the lucrative Indian outbound MICE
segment and the city hotels are synergising with the DMCs to attract

the large outward bound Indian corporate market.

The Trahs Asia, p_résenIIy being upgraded, is to be launched as a
Cinnamon Hotel in late 2006, subject to an audit of readiness. The
hptel WiH also iﬁvest significantly during the year, in training and
develo'pr.nent towards living the Cinnamon standards of service, both

in_”t‘erms of efficiency and attitudes.

The two Cinnamon hotels in the city will cater to clearly differentiated
segments of the market for themselves, thereby enhancing the
competitiveness of the Group as a whole. While the Cinnamon Grand

will mainly cater to up market corporate travellers and MICE

" 'segments, the Trans Asia wil position itself as a resort within the city

" and also target the upper mid market business traveller.

~During the ensuing financial year, two of the five star hotel
competitors in Colombo are known to be undertaking refurbishments
of varying degrees. It is also expected that there will be an addition
of approximately 100 rooms to the city's five star room capacity in
2007. While we closely monitor the developments in our competitive
environment, we are confident that our enhanced product and
concerted efforts towards maintaining high standards in service will

enable the Group to achieve its goals.

Year 2006/07 augurs well for the Resort Hotels as well. Occupancies
are expected to show a significant increase by winter 2006/07. The
average stay is expected to increase to 9 days against the 8 days in
2005/06 and the average daily spend is also likely to show a 10 per

centincrease.

The creation of multiple brands under the Group’s Hotels & Resorts is

a strategic move to target the different and distinct segments of the
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tourist market, as Sri Lanka grows as a destination. The new brands
are expected to extend the overall profile of the Group’s portfolio,
while consolidating its position as the iargest hotelier in Sri Lanka
and amongst the top tier in the Region in terms of room inventery. A
multi - franchise strategy aimed at different market segments will
also present the Group with greater opportunity to enter other

Regional destinations.

Habarana Lodge will be refurbished and launched as a Cinnamon
Resort by end 2006/07. The new property being constructed at
Alidhoo, in the Maldives will also be {aunched as Cinnamon Island
Alidhoo in early 2007. This will be the first step towards

internationalising the Cinnamon brand.

The newly refurbished Habarana Village was launched as the first
property of the "Chaaya" brand with The Citadel Kandy and Yala
Village in Sri Lanka, and the Hakuraa Club in the Maldives .being
branded as ‘Chaaya Resorts’ before the end of 2006/07. The rest of
the portfolio would be branded once the required investments are

made.

in May 2006, the Group purchased a 15 year lease over Dhonveli
Resort and Spa in the Maldives for a total investment of USD 21.8

million.

The Group will also be making an investment to implement a Property
Management System (PMS} in its city and resort hotels to maximise

operational synergies.

The DMCs also expect a substantial growth with a strong focus to
expand into niche market segments. New products relating to Eco
and Adventure travel will be created and a strategy to attract the
Indian corporate and leisure traveller to Sri Lanka is being currently

implemented.

Strategic Qutiook

The Industry Group’s longer term goal is to establish the two brands
into two distinct segments - Cinnamon as a strong up market
franchise within the Region and Chaaya to focus on ‘individual

experiences’ offering a greater choice of holiday experiences.

With two benchmark city properties and a number of resorts in
Sri Lanka and the Maldives by mid 2007, the portfolios of the two
brands will showcase the ability of the Group to operate in both city

and resort spheres as well as maintain regionally competitive levels of

service.



Leisure - Operational Review

The twao brands will invest significantly in recruiting and retaining the
best of service talent, building long term sales relationships, and
continuously innovating to introduce new and attractive hospitality
offerings. By this, we expect to secure shares of the markets that are

loyal to each of the twao brands.

Both brands Cinnamon and Chaaya will actively endeavour to expand
their portfolio in Sri Lanka and Maldives and also enter other regional
destinations. Over the next one to two years,we will concentrate
more on consolidating the brands both in Sri Lanka and the Maldives,

and thereafter plan to venture out to other Regional destinations.

The objective of the multiple brands is to leverage from the
significant investments made in the existing properties towards
attracting franchise-based expansions, thereby proving ta be maore

capital efficient for the Group in the longer term.

Sﬁépsmf{

Strategic Drivers

Leveraging the existing portfolio/product
mix to cater to different segments via the
creation of two different hospitality brands.

Opportunities

Possibility of developing existing land
owned by the Group in strategic locations
around the Country.

Challenges

Uncertainty in the macro environment in
Sri Lanka.

National and Regional expansion of hotel

Number of emerging destinations in the

Established hotel chains entering into

chains. Region for future hotel investments. Sri Lanka.
Synergies between the Destination §| Tapping into vast potential of the Indian Stringent regulatory policies governing
Management businesses and hotel | outbound market via hotels and destination investments in foreign destinations limiting

operations for bath local and international
expansion.

management.

the scope for strategic investments

overseas.
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Leisure - Financiai neview

Revenue
The Leisure Industry Group grew marginally to Rs.5.5 billion during
the year under review from a base of Rs.5.4 billion in the previous

year.

City Hotels recorded an impressive 19 per cent increase in
Revenue to close the year at Rs.2.2 billion. This growth in Revenue
is largely from the 4 months of operation of the newly built
premium wing with 250 rooms at the Cinnamon Grand. The
growing corporate segment and the NGOs and donor agency
businesses in the post tsunami period also added to the Revenues
during the year. This was further complemented by the Revenue

from specialty restaurants introduced during the year.

Revenue for the Resort Hotels Sector increased by 5 per cent to
Rs.1.8 billion during the year under review, primarily on the back of
incentives and discounts offered by the resort hotels to stimulate
occupancies which however had adverse impact on margins. It is
notable that this increase was recorded despite Hotel Bayroo being
closed throughout the year and Habarana Village and Hakurra in
the Maldives recording only six months of operations, though offset

to some extent by acquisition of Yala Village in October 2005.

The Destination Management segment experienced a significant
dip of 18 per cent in Revenue against the previous vyear in
recording Revenues of Rs.1.5 billion during the year. This
reduction is attributed to the slower than expected recovery of
the tourism industry in Sri Lanka post the tsunami. Though
anticipated turnaround was seen in January 2006 the total number
of pax for 2005/06 remained lower by 29 per cent compared to the

previous year.

Return on Capitai Empioyed - ROCE

The Industry Group recorded an ROCE of 6.2 per cent against 7.8
per cent in the previous year. This 1.6 percentage point dip in
ROCE is primarily attributable to the reduced earnings due to a
lower tourist arrival into the Country as well as a Rs.2.5 billion
increase in capital employed in hotel properties, the returns on

which did not fully materialise during the year.

EBIT Margin
The Leisure Industry Group’s EBIT declined by 2 per cent to Rs.821
million during the year due to the slower than anticipated

recovery from the negative publicity on the tsunami.

City Hotels recorded a marginal increase in EBIT margins as
compared to the previgus year. This was primarily due to better
yields from Trans Asia and four months of operations of the new
premium wing at the Cinnamon Grand. However, this increase in
margin was offset by costs incurred as part of the repositioning
exercise undertaken during the year culminating in the launch of

the "Cinnamon" brand.

The Resort Hotels recorded a dip of 4 percentage points in EBIT
margins when compared to the previous year. This was primarily
due to the reduction in EBIT margins of the Sri Lankan hotels. The
closure of Habarana Village for six months for refurbishment and
the non operation of the tsunami affected Beach Hotel Bayroo
affected the EBIT margins significantly. However, the acquisition
of Yala Village and its strong operational performance for about 5
months during the year enabled the Sector to slightly improve its
EBIT margin. The weak performance of the Sri Lankan resorts
was also offset to a great extent by the strong performance of the
Maldivian Hotels despite the fact that Hakuraa Club was closed

during the first half of the year for post tsunami re-construction.
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Leisure - Financial Review

.

Management Discussion and Analysis

; Financial Capsule }
' (Rs.'000s) |

- Leisure 2005/06  2004/05 Chg %
! Turnover 5,536,723 5,431,895 2
“ EBIT 820,733 835,926 {2)
. P8T 727,108 809,591 (10)
f PAT 618,729 718,519 (14)
| Total Assets 16,097,610 12,793,106 26
| Total Equity 12,471,149 11,618,778 7
[ Total Debt 1,989,033 329,777 503
" Capital Employed 14,460,182 11,948,555 21
‘i Capital Expenditure 3259292 1,111,426 183
i No. of Employees 3,862 3,554 g |
‘ ‘

| EBIT per Employee 213 235 {10}

| EBIT Margin ROCE
i 14.8%
‘ —» FY05/06
! 6.2%
Asset Turnover FY04/05
0.4x T 7.8%
Chg
(21)%
Assets/
‘ {Debt+Equity) ‘
| 1.1x }
|

The Destination Management Sector recorded an overall
decrease in EBIT margins by 3.4 percentage points primarily as a

result of the significant drop in tourist arrivals during the year.

Asset Turnover ratio
The Asset Turnover ratio of the Industry Group decreased by 18.5

per cent to 0.4 during the year under review.

Capital Employed

The Capital Employed for the Industry Group increased by 21 per
cent as compared to the previous year primarily due to the
increased investments in the City and Resort Hotels as part of the
re-positioning exercise to upgrade the properties in the Leisure

Industry Group.

Profit after Tax
Profit after Tax of the Leisure Industry Group during the year was
Rs.619 million, a decline of 14 per cent over the prior period for the

reasons already discussed above.

The City Hotels' contribution to the PAT of the Leisure industry
Group was Rs.468 million, a 12 per cent increase over the previous

year.

The Resort Hotels Sector recorded a 35 per cent decrease against
the previous year in post tax profits to Rs.162 million during the

year.

Destination Management Companies recorded a loss of Rs.11.5
million as compared to a profit of Rs.52.8 million in the previous
year. Fluctuations in the exchange rate had a significant impact

on the profits.

~ Leisure Performance

| (Rs.'000s) 05/06 04/05 Chg %

! Turnover

. City Hotels 2,161,275 1,817,226 19

| Resort Hotels 1,847,813 1,761,084 5

| Dest. Management 1527635 1853575 {18)
EBIT

i City Hotels 595,174 486,654 22

' Resort Hotels 224672 284,308 (21)

~ Dest. Management

887 64,964 {99)
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Property -
Operational Review

Property Development
Development and Sale of Residential Apartments
Operations of the Crescat Boulevard

Real Estate
Management of Group Office sites within the City
fanagement of Construction Projects for Group Companies

Overview

In keeping with the Group's aspiration to realise the full potential of
its Real Estate assets, the medium and long term strateqy for the
Property Industry Group was finalised during the year. The Property
Industry Group was structured into two Sectors, the Property

Development Sector and the Real Estate Sector.

The Property Development Sector undertock the development and
sale of all new commercial development projects. This Sector also
manages and operates the Crescat Boulevard and a portfolio of
serviced apartments at the Crescat Residencies. The Real Estate

...... e M MMVIVEE MR PATTW R VID

Property i Property
omes = relative to the Group
-
18% 2%
‘ Turnover t EBIT I Net Assets

Sector manages all the Group-owned office sites within the City of
Colombo. The Real Estate Sector also provides project management
services for large construction projects to other Sectors within the
John Keells Group.

Crescat Residencies, the first apartment project of the Group, is now
fully sold. The Sector manages 50 apartments within Crescat
Residencies, which are leased on behalf of their owners.

The second luxury apartment tower within the 12-acres of the
“Crescat City” is now under construction. “The Monarch” is a 30-
storey development and is scheduled for completion in June 2007. All
the 195 apartments of this tower were sold within 9 months of

commencement of sales. “The Menarch” has been positioned in the

market as a super luxury condominium, and priced accardingly.

Crescat Boulevard continues to maintain its status as the Country's
premier shopping mall. As with all other developments at Crescat
City, the Mall's location and accessibility contribute significantly to its
“Five Star” standing. In addition, the modern facilities, excellent
layout and tasteful décor, all of which are diligently maintained to the
highest standards, cements its position as the best mall in the
Country and the desired location for many of the mast prestigious
shops and brands. The food court located at the basement level of

Crescat Boulevard is papular, and continues to draw a large clientele.
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Property - Operational Review
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The food court has recently been extended to bring in a wider

selection of cuisine affording greater Customer choice.

The Real Estate Sector focuses on optimising the usage and the returns
from the Group’s office sites within the city. The John Keelis Group has
office sites in five locations consisting of 350,000 square feet. Some of the
old stores and unutilised warehouses owned by the Group in prime
locations in the City were successfully converted into office space during
the year, thus increasing the total usable area by over 20,000 sg. ft.

During the year under review, the Real Estate Sector also
strengthened its engineering and project management expertise. The
Sector is now able to coordinate and manage large construction
projects for the John Keells Group. This initiative has resulted not
only in significant cost reductions, but also enables projects to be
better and more closely managed. During the year, the Sector
managed the major repair and refurbishments arising as a result of
the December 2004 tsunami, at The Hakuraa Club in the Maldives, the
Bentota Beach Hotel, the Coral Gardens Hetel and the Club Oceanic.
The Sector alse managed the complete re-development and
refurbishment of Habarana Village (now Chaaya Village, Habarana)
and is presently constructing a new 100 room resort at Alidhoo in the
Maldives Islands.

Future Plans and Expectations

Following the success of “The Monarch®, the Group has launched its
third residential super luxury apartment tower on the Crescat City
site; named “The Emperor”. This development will soar to a height of
35 storeys and will comprise 172 luxury apartmenfs including
Presidential Suites and Penthouses. “The Emperor”, as in the case of
“The Menarch”, will also target the top end of the market. The
excellent location and the availability of all the best in modern luxury
facilities and conveniences at the Cinnamon Grand, the Crescat
Boulevard and the Angsana City Club and Spa add great value to this
premium product. The world renowned architects P&T of Singapore,
who were also the architects of “The Monarch”, developed the

design for “The Emperor”.

Although the sales of “The Emperor” have not been launched as yet,
a significant number of inquiries and bookings have already been
received. The Group is confident that “The Emperor” would be
another extremely successful endeavor. Pursuant to the formal
launch of sales in June 2006, it is anticipated that construction of
“The Emperor” would commence in 2006/07.

A major re-development and re-organisation has also been
undertaken at the Group's premises on Vauxhall Street. An
agreement was reached with DHL the international courier company
to construct a modern purpose-built logistic center on a 100 perch
plot within this site. This development is scheduled for completion in
January 2007.

Strategic Outlook

The demand for luxury apartments in prime locations in the city remains
strong and is expected to grow further. The acquisition and development
of property has proven an excellent investment with real estate vaiues
rising rapidly and consistently. Sentiment has been fuelled by demand
for quality accommodation/investment and real estate being recognised
as an attractive investment for high net worth investors. Limited
expansion of the road and transportation network and infrastructure
around the city of Colombo has stymied the growth and development of
the suburbs. This has resulted in prime residential development being
concentrated within, or in close proximity, to the city.

The Group recagnises the tremendous opportunities in the real estate

. market and is well pasitioned to exploit the trend. The Group owns

prime sites within the City with excellent potential for development
and is currently planning further apartment developments targeted to
identified segments of the market. Sites have been earmarked for
these projects and the Group intends to introduce these new
developments to the market systematically and prudently.

Snapshot

Strategic Drivers

Recognised as a reputed Property Developer
with the ability to offer multiple-tiered brands

Opportunities

Sustained demand for condominiums at the
premium as well as the mid luxury level

Challenges

Uncertainty in the macro environment

Large-scale developments offer substantial
benefits through economies of scale and
attract tax/duty incentives
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Ownership of large extents of land in prime
location within the city

Limited capacity in the existing utility services
and infrastructure. Rigid and outdated
regulations and legislation governing
development projects




Froperty - rinancial neview

Financial Capsule

(Rs.'000s}

Property 2005/06  2004/05 Chg %
Turnover 2,436,490 813,101 297

EBIT 845795 212,464 299
PBT 846,874 214,666 295
PAT 831,733 186,115 347

Total Assets 6,486,660 6,047,382 7

Tota! Equity 5,920,570 4,856,014 22

Total Debt 114,101 18,477 518
Capital Employed 6,034,671 4,874,491 24
Capital Expenditure 256,868 319,447 (20}
No. of Employees 162 90 80
EBIT per Employee 5,227 2,361 121

Revenues

The Property Industry Group performed exceedingly well during the
year under review, with Revenue increasing by 297 per cent to Rs.2.4
billion. The increase in Revenue was primarily due to the sale of
apartments at Monarch. The balance apartments sold at “Crescat
Residencies” also added to the revenues. The occupancy of the shops
at Crescat Boulevard increased from 91 per cent to 95 per cent which
inturn increased the rental income during the year. Rental income from
the current Group sites also increased by 19 per cent as compared to
the previous year primarily because the rentals were revised to match
commercial market rates.

Return on Capital Employed - ROCE

The Industry Group recorded an ROCE of 15.5 per cent against 4.4 per
cent in the previous year primarily due to the earnings generated by
sale of apartments at Monarch.

EBIT Margin

The EBIT margin of the Industry Group increased marginally to 34.8 per
centfrom 34.7 per cent during the previous year. The profits from the sale
of apartments at Monarch were offset to some extent by a Rs.137 million
charge that arese out of an arbitration. The Industry Group’s operating
costs including staff expenses also increased during the year which
impacted the EBIT margins.

Total Operating Cost - .ﬂruQ@ ri/
EBIT - Turnover Analysis
243490
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Asset Turnover Ratio
The Asset Turnover ratio increased from 0.1in the previous yearto 0.4
during the year under review.

Capital Employed
The Capital Employed increased by 24 per cent as compared to the
previous year on account of an increase in the non current assets.

Profit After Tax

The Industry Group's Profit after Tax of Rs.831.7 million is a 347 per
cent increase from Rs.186.1 million during the previous year on
account of the profits recognised from the sale of apartments at
Monarch.

o
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Food & Beverage -
Uperational Review

Manufacturing
Beverages
Frozen Confectionary
Processed Foods

Retail
Supermarkets
Quick Service Restaurants

Overview

The F&B Industry Greup had a successful year with impressive
volume and turnover growth in hoth the beverages and frozen
confectionary categories marketed under the “Elephant” and
“Elephant House" brands. The beverages category achieved a record
volume growth for the year whilst frozen confectionary volumes grew
moderately as compared to the previous year. This growth
achievement in volume terms is significant considering that price

increases were necessitated due to higher material costs and taxes.

Food & Beverage

Food & Beverage &3 -
relative to the Group

Others

- 8%
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R . L
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In the beverages category, new pack size offerings of the popular
“Necto” and “Orange Crush” flavours were introduced into the
market and these product extensions did well during the year.
“Elephant Ginger Beer” which is the only natural ginger beer in the
market, was also made available in all pack sizes currently on offer,

and it too showed significant growth.

In the frozen confectionary category, five new products to the
“Impulse” product portfolic namely, Wonder Bite, Wonder Cone,
Jigsaw, Trio and Sweet Hearts, were introduced and proved very

popular among consumers. Further the local Karutha Kolumban

(Mango) flavoured ice cream launched last year became the market

leader with a dominant share in its flavour segment.

Overall, our activities and strategies executed during the year
ensured that our beverage and frozen confectionary products
continued to sustain their market leadership. This is further
substantiated by monthly consumer surveys which have shown
repeat top ratings in all consumer perception attributes for trust,

value, uniqueness, modernity, innovation and quality.
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The “Elephant House” brand is rated amongst the best brands in the
Country as per the recent rating published by LMD, and was judged as
the second most powerful brand in the Country. However, despite being
one of the oldest and most respected brands it has been constantly
evolving over the years and the range of products offered under this

brand ensures that it appeals to all ages and all walks of society.

The F&B Industry Group has been continuously building its
capabilities, capacities and processes over the last couple of years
and we see this as a vital strategy for our continued success. On the
other hand, enhanced Employee productivity and other cost saving
measures on the supply chain front over the past few years has
enabled the F&B Industry Group to be more lean and agile in the face
of growing competition from multinational players. In keeping with
our initiatives of the previous years to constantly improve and re-
define our manufacturing and distribution systems, this year, the
operating model of CCS was changed. The change was aimed at
ensuring greater focus on increased manufacturing productivity,
reduced procurement spending and improved distribution efficiency
by bringing these activities under a single Supply Chain function with
a “least cost mindset” on one hand and a growth and profit driven
category management team whose focus is primarily Brand and the
Consumer. This, we believe, will help us harness the synergies of the
F&B Industry Group, and to capitalise on our distribution network

which extends to more than 90,000 outlets island-wide.

The avian flu threat in the region had a negative impact on chicken
consumption in the country and consequently, processed chicken
meats volumes at Keells Food Products Limited (KFPL) dropped
substantially as compared to the previous year. However, publicity
measures supported by the industry have reversed this negative
trend and sales volumes are slowly moving back towards normal
levels. KFPL remains the only processed meats manufacturer in the
Country to be HACCP certified and this is a further assurance to our
consumers of the stringent quality measures our products are
subjected to. The "Cheese and Onion” sausage introduced fast year
was well accepted by consumers and has posted a significant

volume growth during the year.

The “Keells Super” chain of supermarkets as part of its ongoing
expansion strategy opened 8 new stores during the year under
review to take the chain to a total of 21 stores by year end, including
3 franchised outlets. The differentiation strategy of “Keells Super”
stores offering superior quality products and services has been rated

high among Consumers.
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The two franchised restaurant chains, Pizza Hut and Delifrance
performed well during the year under review. Margins at Pizza Hut
however, declined largely because of the increase in the cost of
imported raw materials and the increase in wages as per the new
directive by the Government. The Pizza Hut Delivery Service has been
rated the best in the Region and now reaches 75 per cent of the
households in the Western Province. New product launches and
aggressive promotional activities during the year have been very well

accepted. Both chains together have a total of 20 outlets.

Nexus loyalty cards performed well during the year under review

with a base of 55,000 card holders and recorded modest earnings.

A number of Human Resource initiatives were rolled out within the
Industry Group during the year aimed at increasing productivity
through information sharing and partnering with the Employees at the
shop floor so that business priorities and goals are understood and

shared across the Industry Group.

The ERP system implemented in 2004/05 has significantly improved
resource planning, allocation and quality of the management

information system.

Future Plans and Expectations

The F&B Industry Group is now well positioned to show strong
growth. The efforts at re-structuring, re-positioning and consolidating
the Industry Group are now beginning to bear fruit in a market where
Consumer preferences are constantly changing. Plans are underway
to expand our product offerings in beverages, frozen confectionery
and ready-to-eat or convenience foods targeting the mass market not
just within Sri Lanka but within the Region as well. The Industry Group
made a bold move in committing an investment to expand and
considerably increase its beverage production capacity with a view
to diversifying its product lines, pack sizes and flavours and
leveraging its brand strength and distribution network. The capacity
enhancement coupled with the new operating model at CCS will help

us to enhance our production, marketing and distribution strength.

JMSL plans to continue its aggressive strategy to expand the “Keells
Super” chain of supermarkets in the Western Province. The
differentiation strategy would continue and in order to enhance the
value proposition a comprehensive study will be undertaken to
imprave category management at the supermarkets. Additionally, we
are also planning to have a central warehouse which will greatly help

distribution.




The Industry Group has plans to open more Pizza Hut delivery outlets
during 2006/07.

Strategic Qutlook

Qur Industry Group vision says it all. “Our passion is to deliver
pleasure and nutrition throughout people’s lives, through exciting
superior products, whenever and wherever they choose to eat and
drink.”

Our goal is to offer a range of products that will cater to our

consumers' need for balance in the multiple attributes of health,

convenience and a pleasurable experience. We will continue to
leverage our brand management skills and distribution strengths by
acquiring complementary businesses in the F&B Industry not only

within the Country but in the Region as well.

Modern Supermarket Trading has been growing at around 20 per
cent year on year over the last few years and is expected to grow at
the same pace over the next few years as well. We shall keep pace
with this growth trajectory, by expanding into the local market with

new Keells Super outlets and providing superior quality and service.

Snapshot

Strategic Drivers

The growth momentum of the organised
retailing industry witnessed during the past
decade

Opportunities

Increasing consumer base seeking a “one
stop shop”

Chzllenges

Adverse impact on profitability due to rising
production and operating costs

Consistent enhancements to range of
products offered, backed by well dispersed
distributor network in Sri Lanka

Potential entry into Regional markets with
appetite for new products

Presence of reputed multinational
companies intensifying competitive forces

prevalent in the market

Unrivalled strength and reputation of
“Elephant House” and “Keells” brands

Untapped market space, particularly in the
rural areas of the Country

Uncertainty in the macro environment
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Revenues

The F&B Industry Group performed well during the year under review and
total Revenues increased by 28 per cent to Rs.8.1 billion as compared to the
previousyear. The increase in Revenue was primarily attributable to the
improved performance of beverages and frozen confectionary in the

Manufacturing Sector and the supermarkets in the Retail Sector.

Ceylon Cold Stores (CCS} Revenues increased by 20 per centto Rs.3.5 billion
compared to the previous year due to increases in both volume and price of
its beverages and frozen confectionary. Carbonated Soft Drinks (CSD)
volume growth was double the average growth rates experienced during
the 10 past years. The impressive growth rate was achieved despite heavy
rains and floods during November 2005 and January 2006 in many parts of
the Country which hampered distribution efforts. A shift in consumer
preferences was also observed during the year, with consumers shifting to
smaller pack sizes and convenience packaging. The Sector successfully

adapted to these changes and trends and recorded impressive growth.

The volumes of processed meat products under Keells Food Products
Limited (KFPL) suffered due to the negative publicity on the avian flu in the

Region.

Jaykay Marketing Services Limited (JMSL) spearheaded the growth in the
Retail Sector by recording an increase of 59 per cent in Revenue. The
growth came from the opening of 8 new “Keells Super” outlets whilst the
outlets that had been opened in previous years also recorded satisfactory
revenue increases. The migration of the new urban middle class to the fully
fledged supermarket from the corner shop also gained momentum during

the year and this led to the healthy volume increase at the supermarkets.

Pizza Hut and Delifrance restaurants recorded a modest increase in

Revenues over the previous year, Despite increased competition from credit

Tota! Operating Cost &2 FQ%OU] and B@V@f@ge
EBIT = furnover Analysis
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card companies, Nexus the premier Loyalty Card operator, recorded
impressive growth in Revenues due to an increase in the card base as well
as the increase in the number of merchants participating in the loyalty

programme.

Return on Capital Employed (ROCE)

The ROCE of the Industry Group grew from 9.9 per cent in the previous year
to 16.1 per cent during the year under review. This ROCE growth arose from
the increase in EBIT margins and the decrease in capital employed for the

Industry Group.

EBIT Margin

The EBIT margin of the F&B Industry Group increased from 3.9 per centin
the previous year to 4.9 per cent during the year under review. The
Manufacturing Sector recorded a growth of 1.9 percentage points whilst
the Retail Sector recorded a growth of 0.7 percentage points in EBIT

margins as compared to the previous year.

CCS recorded a 4.2 percentage point increase in EBIT margins compared
to the previous year despite increase in the prices of the main raw
materials used in the production of CSDs and Ice Creams. Several
initiatives were undertaken during the year to cushion the impact of the

rising costs of the key commodities such as sugar and skim milk powder.

The processed meat industry underwent a difficult period. The negative
publicity of the avian flu on chicken products and the resultant ban on
imported meat used for production of processed meats had an impact on
the cost structure at KFPL which negatively impacted the EBIT margins of

KFPL during the year.

The Retail Sector recorded impressive growth albeit from a low base. JMSL

despite its rapid expansion programme and increasing operating costs, on

Food anc Beverage
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Financial Capsule

(Rs.'000s) :

Food & Beverage 2005/06  2004/05 Chg %
Turnover 8,142,522 6,367,925 28
EBIT 395336 245217 81
PBT 310500 162,459 N
PAT 190,585 43,390 334
Total Assets 3,677,805 3,558,710 3
Total Equity 1,628,297 1,508,728 8
Total Debt 809,609 979,320 (17)
Capital Employed 2,437,906 2,488,048 {2)
Capital Expenditure 367,364 329,989 1M
No. of Employees 3,020 2,632 15
EBIT per Employee 131 93 4

account of the new Government wage increase directive, achieved a

break-even EBIT margin against the losses posted in the previous year.

However, Keells Restaurants Limited, the Pizza Hut operator recorded a
drop in EBIT margin despite an increase in revenue. Operating costs in
terms of material costs and the wage increase as per the new Government
directive had a significant impact on both the gross margins as well as
other operating costs. It was evident that all cost increases could not be
passed on to the Consumer on account of stiff competition in the fast food

segment of business.

Asset Turnover Ratio
The Asset Turnover ratio increased by 25 per cent from 1.8 in the previous

year to 2.3 during the year under review.

Capital Employed

The Industry Group recorded a decrease of 2 per cent in its Capital
Employed despite a significant increase in its business. This has been
possible due to the Industry Group's lower dependence on debt and ability
to fund its expansion programmes internally. In fact, during the year, debt

reduced by almost 17 per cent.

EBIT Margin - ROCE
4.9%
| FY05/06
16.1%
Asset Turnover ] FY04/05
2.3% 9.9%
Chg
Assets/ H 63%
(Debt+Equity)
1.5x

Profit After Tax

The F&B Industry Group posted a PAT of Rs.190.6 million against Rs.43.4
million during the previous year. This 339 per cent increase is attributable
primarily to CCS which recorded a 296 per cent increase in profit after tax
compared to the previous year. This increase was offset to some extent by

the losses posted by KFPL.

The change in the tax laws disallowing 50 per cent of the advertising
spends resulted in an additional tax burden on the Industry Group

particularly CCS and KFPL which have substantial advertising budgets.

PAT of the Retail Sector recorded a growth of 88 per cent although from a
negative base. Increase in cash flows due to the expansion of the Keells
Super outlets assisted JMSL to reduce its funding costs. A portion of the

expansion costs were met out of internally generated funds by JMSL.

Food & Beverage Performance

{Rs.'000s) 05/06 04/05 Chg %
Turnover

Manufacturing 4,438,318 3,899,950 14
Retall 3,704,204 2,467,975 50
EBIT

Manufacturing 365,781 243,873 50
Retail 29,555 1,344 2098
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Financial Services -
Operational Review

Insurance
Banking
Leasing
Stockbroking

Overview

The Industry Group's profitability rose appreciably during the year,
assisted by a relatively stable economic and political climate.
Although high effective tax rates in the banking sector continue to
hurt Nations Trust Bank (NTB) earnings, the Industry Group recorded
steady growth in all revenue streams with Union Assurance Limited
(UAL) performing admirably and Mercantile Leasing Limited {MLL)

registering strong growth in new business.

UAL had an extremely successful year, recording the highest ever
profits in its history. The consolidated gress premiums grew by 24 per

cent as compared to the previous year. The increase in business

g3l

Financial Services
relative to the Group
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volumes indicated Customer confidence in UAL's financial strength,
credibility, secure reinsurance arrangements and its speedy and
professional claims settlement. UAL continued to maintain a market
share of 8 per cent of General Insurance and 10 per cent of Life

Insurance.

With product and service innovation leading the expansion in the
insurance industry, UAL continued to enhance the benefits in its
product portfolio. Its flagship Motor Insurance Policy “Union Motor
Star” was enhanced with three claims settlement options, together
with an interest free installment payment plan branded as “Zero 6

provided to policyholders. UAL also introduced a "Cashless Medical

Scheme” whereby health claims of Customers are settled directly

with hospitals.

Efforts made during the recent past in developing the brands in the
Sectors were recognised in a report compiled by Brand Finance (UK)
in association with Sting Consultants. ‘Union Assurance’ was ranked
15th in terms of brand value and 14th in terms of brand power while
the ‘Nations Trust” brand was ranked 20th, indicative of the Industry

Group's strong and sustainable brand presence in the Country.

Nations Trust Bank together with its fully owned subsidiary Waldock

Mackenzie Limited increased its earnings significantly coming off a
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low base in the previous year. The bank continued to witness strong
growth in its lending portfolio (up 33 per cent) and deposit base {up 37
per cent), while non-performing loans registered a healthy decline.
Earnings however, were curbed by an effective tax rate of 53 per cent
that would increase further due to a hike in VAT on financial services
from 15 per cent to 20 per cent in the coming year and an increase in

Income Tax from 30 per cent to 35 per cent.

The year 2005 was a year of consolidation for the bank and saw the
reaping of benefits of organisational changes implemented the year
before. During the year, the branch network of the bank grew to 28
and the ATM network grew to 33. The bank’s flagship product and
service package “Inner Circle” displayed strong growth during the
year while the bank also successfully launched a product known as
“Speed Loan” which processes and disburses a home loan within

seven days of application.

An emphasis on Customer Service continues to spearhead the bank’s
retail strategy with functional improvements facilitating improved
Customer Service, relationship building and attention to product
sales. The bank also launched several other new products while
enhancing its existing product portfolio with added benefits. The
credit card operations also continued to sustain growth while

facilitating the cross selling of products within the bank.

MLL continued to register steady growth recording a 38 per centincrease
in turnover. An expanded reach gained through the opening of two new
branches, coupled with a more concentrated approach in the marketing
of leasing business through exclusive tie ups with vehicle vendors led to

new business growing at 56 per cent over the previous year.

However, the most significant event of the year for the Industry
Group, was the merger of MLL with NTB with effect from 1st January
2006 via a share swap, which saw the bank’s capital increase to
Rs.2.2 billion from Rs.1.2 billion, assisting it to progress towards
meeting the future capital adequacy requirements of the Central
Bank, while paving the way for NTB and MLL to derive several

operational and financial synergies.

John Keells Stock Brokers (JKSB) continued to be a dominant player
in the stock broking industry recording a 42 per cent growth in
turnover over the previous year. The relatively stable economic and
political scenario in the Country saw several high profile initial public
offerings and this helped sustain a positive market sentiment. The
post tsunami rally at the stock market was followed by a pre

presidential election bull run which saw average daily turnover rise
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to Rs.509 million in the first eight months of the financial year. Average
daily turnover for the year was significantly higher than in the
previous year despite a decline in market activity in the last quarter
brought about by an escalation in violence and adverse

developments in the peace process.

The year also witnessed a shortening of the settlement cycle by two
days along with the introduction of debt securities trading, termed
DEX trading. Brokerage for intra day transactions was halved and
negotiated brokerage for transactions above Rs.100 millicn was also

introduced.

Future Plans and Expectations

UAL is committed to improving service levels and expanding its
operations further. This, together with continued application of strong
underwriting and claims management capabilities, should see strong
growth at UAL. Expansion of the company's distribution capability in
the retail and commercial segment of the General Insurance market
complemented with increased investment in the UAL brand in the
coming year will improve its accessibility and visibility in the market.
Further, an expansion of the sales team in both Life and General
Insurance segments and increased investment in training and
development of staff is expected to strengthen the company's
position. This is expected to reflect positively on profitability and

market share over the medium term.

A key challenge in the General Insurance segment will be to
aggressively grow the business while managing claims ratios. There
is also a constant threat of competitors willing to price aggressively
with a view to building volumes. Price sensitive clients who do not
differentiate between insurance companies on financial strength,
credibility, speedy claim settlement and secure reinsurance
arrangements are another challenge which needs to be overcome by
UAL.

The enhanced capital of NTB following the merger permits the bank
to raise its single borrower limit. This not only enhances its
marketability among the key corporate clientele but also permits a
more aggressive expansion in its lending portfolio. The bank's
specialised leasing operations were branded as “Nations Leasing”
with the bank inheriting a leasing portfolio of Rs.3.2 billion. Intense
competition in the leasing industry would be met partly by NTB's
ability to mobilise deposits, giving its expanded leasing portfolio
access to low cost funds resulting in an increase in margins and

enhanced competitiveness.




fitlallvicl JEIVILTS = UGl

JKSB would leverage on sector synergies in providing a range of
investment solutions to its clients in addition to enhancing
accessibility by introducing and promoting the use of internet trading
via the branch network of NTB and UAL. While competition
intensifies with the induction of new trading members, JKSB will
continue to enrich the value and delivery of its service offering as

activity in the share market grows.

Strategic Dutlook

While competition in the insurance industry is intense, insurance
penetration levels in Sri Lanka continue to remain well below ather
Regional nations. Greater awareness of the benefits of insurance,
and growth in income levels across the population coupled with the
development of products that are affordable to the masses should

see healthy premium growth in both Life and non Life segments.

Following the merger with MLL, NTB is well positioned to play a
central role in deriving synergies within the Industry Group together
with its subsidiary Waldock Mackenzie Limited, UAL and JKSB.
Focused initiatives in lending to the SME and Consumer finance
segments would drive growth in its lending portfolio while continued
branch expansion will complement growth in its deposit base. The
merger also provides greater opportunity for cross selling of products

and services via the consolidated branch networks and client bases.

vlial Novicvy

Demutualisation of the Colombo Stock Exchange is expected in the
medium term and will accelerate the expansion of the CSE in terms of
activity levels as well as in terms of the range of investment and
capital sourcing instruments made available to investors. The
increasing sophistication of the financial services sector in our
emerging economy is expected to lead to a demand for instruments
that would permit investors to spread and diversify risk with the use
of hedging and other risk management instruments. The possible
introduction of derivatives trading to the CSE is a reflection of such a
trend and is likely to lead to the introduction of other instruments as

the industry matures.

A key challenge for the Industry Group is to retain experienced,
qualified and trained staff. The ability to provide superior service and
exceed Customer expectations is dependant on committed and
motivated staff who strive towards excellence. We hope to overcome
this challenge through various tools such as variable incentive and
remuneration structures, training, learning and development and
identified career path progression. There will also be sufficient focus
on the use of informatien technology within the Industry Group to

complement our superior service.

Sm@@mﬁ

Strategic Drivers

A pool of experienced, motivated and
committed staff.

Gpportunities
Develaping innovative products and IT systems
and providing superior service.

Challenges

Retaining staff in a competitive environment.

Strong brands in the Sector and a diversified
hranch network.

Potential for marketing an array of financial
services and products via the branch network
and entry into untapped regions in the Country.

Maintaining volume, turnover and market share
growth and profitability.
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Benefiting from the stable economic environment that prevailed
during the financial year, all the Sectors in the Financial Services

Industry Group achieved creditable growth during the year.

Revenues
The Industry Group Revenues (including Associates) increased

significantly by 26 per cent to Rs.2.7 billion.

Union Assurance Limited (UAL) recorded a consolidated Gross
Written Premium (GWP) growth of 24 per cent during 2005, based on
a 32 per cent growth in GWP in its General Insurance business and a
16 per cent increase in GWP in its life business. Growth in General
Insurance premiums was derived predominately from a 68 per cent
increase in Motor premiums, following the revamp of its flagship
motor insurance policy “Union Motor Star”. Fire premiums grew by 47
per cent in the year augmenting growth in the General Insurance
business. The company also recorded a 15 per cent increase in
investment income. Net written premiums grew by 23 per cent with a

marginal decline in the reinsurance ratio.

Nations Trust Bank (NTB) grew its loan book by 33 per cent in 2005
while its Customer deposit base grew by 37 per cent and resulted in
net interest income growing by 60 per cent in 2005. Total Revenue
increased by 38 per cent for the year which included a 20 per cent
growth in non fund based income. Income from the bank's credit card
division grew by 50 per cent boosting non-interest income, despite a
decline in foreign exchange gains arising from the sharp appreciation

of the Sri Lankan Rupee against the US Dollar in early 2005.

Mercantile Leasing Limited (MLL) recorded a 38 per cent growth in
Revenue. New business generated a Revenue of Rs.2.15 billion, up 56

per cent from the previous year.
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Turnover at JKSB was 42 per cent higher than in the previous year.
This growth is attributable to higher market turnover at the Colombo
Stock Exchange (CSE) on the back of a relatively stable political and
economic climate despite an escalation in violence in the early part
of the 4th quarter. The All Share Price Index rose 29.3 per cent during
the last financial year helped by a pre presidential election rally atthe
CSE while the Milanka Price Index rose 20.3 per cent in the same

period.

Return on Capital Empioyed {ROCE)

The ROCE of the Industry Group grew from 18.3 per cent in the
previous year to 30.9 per cent during the year under review. This
ROCE growth arose from the impressive 5.8 percentage point EBIT
margin growth for the Industry Group during the year.

EBIT Margin
The EBIT Margin of the Industry Sector Group increased from 7.9 per
centin 2004/051to 13.7 per cent during the year under review. This was

primarily attributable to the healthy performance of UAL and NTB.

At UAL, the continued expansion of business resulted in expenses
increasing by 28 per cent for the year. Operating costs of MLL
increased marginally during the year under review. However the
provision for bad and doubtful debts decreased by 14 per cent as
compared to the previous year, reflecting the improvement in the

quality of the receivables portfolio of MLL.

Asset Turnover Ratio
The asset turnover ratio increased by 16.7 per cent from 0.8 in the

previous year to 0.9 during the year under review.

Financial Services
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Financial Capsule

(Rs.'000s)

Financial Services 2005/06  2004/05 Chg %
Turnover® 2,680,568 2,123,793 26
EBIT 366,892 167,178 118
PBT 366,602 166,528 120
PAT 250,193 99,469 152
Total Assets 1,453,285 4,278,045 {66)
Total Equity 1,324972 990,657 34
Total Debt 32,581 2,919,349 {99)
Capital Employed** 1,357,553 3,910,006 (65)
Capital Expenditure 744 14,803 {95)
No. of Employees 24 172 (86}
EBIT per Employee™** 15,287 972 1473

*

Turnover is inclusive of the Group's share of associate company
turnover

** For associate companies the Capital Employed is representative
of the Group’s equity investment in these companies

***EBIT per Employee is calculated excluding the Employees
of associate companies

Capital Employed

The Capital Employed for the Industry Group decreased by 65 per
cent as compared to the previous year primarily on account of the
elimination of MLL's assets and liahilities from Group consolidation
due to the merger of MLL with NTB.

Profiit After Tax
The profit after tax of the Industry Group increased by 152 per cent to

Rs.250.2 million, bolstered by the strong performance of UAL and
NTB.

EBIT Margin L ROCE
13.7%
r’ FY05/06
30.9%
Asset Turnover | | FY04/05
0.9x 18.3%*
Chg
0,
Assets/ ] 5%
(Debt+Equity)
2.4x

* The ROCE has been calculated excluding the debt of MLL

UAL recorded a 444 per centincrease in profit after tax coming off a
tsunami affected low base in the previous year. A surplus from the
Life Fund of Rs.144 million was transferred during 2005 to the income
statement. There was no transfer from the Life Fund in the previous

year.

Post tax profits of NTB increased by 174 per cent from Rs.45 million in
2004 to Rs.125 million in 2005 coming off a low base in the previous
year despite an increase in financial VAT during the year.

Financial Services Performance

(Rs.'000s) 05/06 04/05 Chg %
Turnover

Insurance 1,158,445 821,601 26
Banking/Leasing 1,333,801 1,070,014 25
Stockbroking 188,222 132,178 42
EBIT

Insurance 101,941 (17,994) 667
Banking/Leasing 157,478 119,048 32

Stockbroking 107,473 66,124 63
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Information Technology -
Uperational Review

Software Services

Systems Integration

Office Automation

Shared Services

Business Process Qutsourcing

Querview

The IT Industry Group recorded a markedly improved performance
compared to the previous year. This was, to a great extent, an
outcome of the comprehensive strategic review of the Industry Group

undertaken during the year 2005/06.

The Software business achieved a substantial turnaround from last
year. Several new international Customers were acquired in its niche
airline domain. Successful realignment of the service portfolio
towards higher value added services and software products plus

improved terms negotiated with key existing Customers in the Middle

East and Scandinavia contributed to healthier margins.

Information Technology = lnformaﬂﬂn TeChnOlOgy
Others = relative to the Group
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Internationally recognised CMMIi (USA) certification for software
process maturity was obtained during the year. JKCS received the
CMMI level 3 certification. Additionally, several project managers
achieved the global standard PMP (Project Management
Professionals PMI USA) certification. The company now boasts of
the largest pool of PMPs in the Country and this has enabled the
successful delivery of all projects undertaken on time, on budget and
to the expected quality standards. QulS, a Quality Management
Software product launched in South Asia for process manufacturing
industries received the British Cemputer Society’s highest award for

the Industrial Application of the year.

During the year, a Joint Venture was initiated in Sharjah, UAE with Air
Arabia, providing services specifically tailored for the burgeoning

budget airline segment of the industry.

The performance of the Systems Integration business for the year
has not been up to expectations. The key focus areas for the business
during the year was telecom and banking verticals, partnering with
large overseas players to secure prospective tenders in the market.
However, award of contracts especially in the banking vertical were
delayed amidst uncertainty arising from political changes affecting
key state sector Customers. Despite this, KBSL won several

accolades from key partners and principals, including being voted by
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IBM Customers in Sri Lanka as being “No 1 in Customer service”

among alf IBM partners.

The Office Automation business enjoyed a tremendous year, more
than doubling its previous best performance recorded last year.
infrastructure reconstruction activities fuelled a surge in demand for
its flagship Toshiba range of copiers and laptops and related services
and consumables. Two new products were successfully launched
during the year — Toshiba multi media projectors and Riso digital
duplicators. Riso of Japan is the world leader in the digital duplicator
category and a strong foothold was established by JKOA in
Sri Lanka in the few months since market entry. Several measures
aimed at enhancing operating efficiencies were put in place
including outsourcing certain labour intensive activities leading to
better and more expeditious service coverage in a cost effective
model. This facilitated the rapid increase of the active installed base
of machines under maintenance while containing staff numbers
below last year's level. JKOA continued to be recognised by its key
Principal, Toshiba Corporation, Japan, particularly in the area of
Customer service quality management, receiving the top award for

the Afro Asia Region last year.

JKH also launched its shared services arm in July 2005 to leverage on
its Group wide SAP platform and became the first Sri Lankan
company to implement a shared service centre of this nature. A
separate company, InfoMate Pvt. Ltd, was incorporated to house the
shared services centre. Its principal activity is the processing of
selected accounting and financial transactions such as accounts
payable, accounts receivable, fixed assets and general ledger for all
companies operating on the SAP platform within the Group. InfoMate
currently serves 41 Group companies and is supported by a staff of 61
accounting technicians and experienced accountants selected from

a wide cross section of the Group.

In December 2005, as part of the Group's internationalisation strategy,
JKH entered into a Joint Venture with Raman Roy Associates (RRA)
of India to develop Business Process Qutsourcing {BPO) business in
the Asian Region. The venture is expected to have significant
operational synergies due to the expertise of Raman Roy and the
resources and strengths of JKH. JKH and RRA have committed USD
22 million to the venture. With the high growth of the BPO industry
coupled with the development of potentially untapped BPO markets,
it is expected that this investment would yield significant returns in

the medium to long term.
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Future Plans and Expectations

Global demand for outsourcing of software services continues to
grow despite rising political outcry in certain key markets such as
USA and Europe against the loss of white collar jobs to low-cost
countries. With the supply of IT professionals lagging behind
demand, global price levels are on an upward trend. The rapid growth
segment of commercial applications for budget airlines in the
geographical regions of Asia, Africa and the Middle East is the
primary target segment of our software solutions business in the
immediate future. Hence our immediate priority is to invest and
rapidly enhance our marketing strength to target Customers in the

relgevant geographies.

The focus for Systems Integration business is on realigning its
strategies towards higher value added service offerings combined
with the restructuring of its organisation. This is expected to yield a
stable revenue base to offset the fixed overheads and improve the
performance of the company. Renewed commitment to “E-
Government” initiatives, now under the direct purview of the
President’s office is also an encouraging signal for our Systems
Integration business in Sri Lanka. The Systems Integration business
has also planned initiatives to bring mare efficiencies and upgrade its
Project Management capabilities. The implementation of an ERP

solution is one such initiative planned for the year 2006/07.

The Office Automation business will be hard pressed to sustain the
rapid growth seen last year in the Sri Lankan market. It will step up its
activities and presence in the Maldives where its full potential,
especially for services and consumables, is yet to be realised.
Enhanced vigilance and monitoring is being put in place to counter
the infiltration of lower quality substitute products eroding our active
installed base. Investments already made in a state of the art sales
force automation system will come into operation in the first quarter
of 2006/07. This will complement the existing service tracking and
monitoring system developed in-house which gives JKOA its

competitive edge in service.

Shared Services will constantly endeavour te provide value to its
internal Customers by maximising resource utilisation and improving
productivity through operational efficiencies. It is also planning to

attract a few external Customers during the year.

The BPO business is expected to commence operations both in
Sri Lanka and India during 2006/07. Studies indicate that Sri Lanka

has all the ingredients to become a base for BPO services,




particularly in the higher end knowledge outsourcing area. A
business plan covering broad areas such as Human Resource
Development (on a Macro level), Marketing Strategies, New Product
Development, Infrastucture Planning and Technology has been

prepared and will be implemented shortly.

Strategic Outlock

As new supply sources emerge and mature, constant cost pressures
are to be anticipated at the bottom end of HR intensive IT services. To
achieve rapid growth in profitability we will constantly strive to move
up the value chain towards higher value adding offerings. In
Software, the shift of focus from “commodity” type resource
augmentation towards higher margin, end to end solutions and
products is already underway and will be sustained. The mix of
business will change rapidly from resource selling to solutions
marketing. Investments already made in adoption of globally
recognised quality and process standards such as CMM, will be
upgraded to be on par with the highest in the world within the next 3

years,

A similar scaling up the value chain in the Systems Integration arena
will result in an increasing shift in the compasition of our business
from hardware to services based offerings. Investments will be made
to build competence and capacity to transition towards offering high
value added managed services and hosted solutions. Investmentin a
well equipped R&D facility to enable in-house incubation of solutions

will be an initial step in this direction.

Scarcity of adequate numbers of skilled resources is an obstacle
constraining the scope of all technology intensive businesses based
in Sri Lanka. Investment in a series of initiatives aimed at identifying,
nurturing and acquiring top class talent in collaboration with leading
educational institutions will be implemented during the coming years.
Mutually beneficial partnerships are being forged with State and
private sector institutions to support the national initiative to bolster
the size and quality of Sri Lanka's pool of knowledge workers.
Measures aimed at luring non-resident Sri Lankans to join this pool
are to be strongly encouraged. To plug continuing gaps that may still
exist, arrangements will be putin place through partnering and direct
presence, to tap intc growing resource pools in emerging countries.
Continuing rigidity in laws and regulations governing employment in
Sri Lanka tends to be a major dis-incentive to HR intensive industries
due to inability to adjust resourcing levels in step with fluctuating

demand for services.

The potential for exporting the Service Tracking and Management
Systems of the Office Automation business presents a new strategic
growth opportunity in the international market which will be
systematically explored. Qutsourcing arrangements will be expanded
to ensure deeper penetration of the Sri Lanka market with readily
accessible high quality service levels while containing the
administrative burdens and overheads of supporting a rapidly
growing Customer base. With the growing trend towards electronic
storage and management of documents, plans are in place to explore
entry into the emerging business of Total Document Management

Solutions.

Snapshot

Strategic Drivers Cpportunities
Access to skilled resources

collar work

Increased trend towards outsourcing white

Challenges
Shortage of skilled resources and rigid
employment regulations

Effective coverage of overseas markets

Growth of “E-Government”

Advent of "paper-less office”

Upgrading of competencies

Rapid spread of telecommunications and
automation of services

Infiltration of substitute products

Enhancement of operational efficiencies

Accelerated re-construction and

infrastructure development

Poor “Country brand” in technology
businesses

JOHN KEELLS HOLOINGS LIMITED ANNUAL REPORT 2005 - 2008 83




HITONNaUUT 1eGiNUILJY - FilidllGial NeYIgYY

Revenues
The IT Industry Group performed considerably better than the

previous year and Revenues increased by 29 per cent to Rs.1.7 billion.

The Software Development business performed well with Revenues
increasing by 30 per cent over the previous year. While Resource
Augmentation Services (RAS} contributed the bulk of the Revenue,
the strategy of shifting focus towards higher value added services
and products bore fruit. In addition improved pricing negotiated with

key overseas clients propped up margins.

The Systems Integration segment did not perfarm upto expectations
and recorded only a marginal growth of 10 per cent over the previous
year primarily due to postponement of large IT infrastructure projects

by its key Customers.

On the other hand, it was a record year for the Office Automation
segment with Revenue growing by 44 per cent as compared to the
previous year. The impressive growth in turnover was primarily
propelled by the increased demand in photocopiers and lap top
computers by the NGO sector, the securing of large government
tenders and the introduction of new products, which outperformed
expectations in terms of sales value and volume. The resultant
increase in the active base of the photocopiers also fuelfed high
margin consumables and toner sales which increased the average
gross margins generated. The strategic focus on converting
corporate Customers towards usage based option which is branded
PNPL (Print Now Pay Later] as opposed to outright purchase, yielded

positive results.

Return on Capital Employed - ROCE
The Industry Group recorded a turnaround and closed the year with

a healthy ROCE of 44.2 per cent against the -2.1 per cent in the

I
Total Operating Cost =2 »T
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previous year. This turnaround is attributable primarily to the gooed

performances of the Software and Office Automation business.

EBIT Margin
The EBIT margin of the Industry Group improved to 6.7 per cent during
the year under review as compared to the negative 0.4 per cent of the

previous year.

The EBIT of the Software segment was largely driven by the increased
value and volumes from the RAS division and the increased margins
secured on the airline related systems and products in the solutions
segment. Improved productivity and efficiencies resulting from the
guality assurance initiatives taken during the year filtered through to
boost the bottom lines especially in the solutions segment. Repeat
orders for products already created and amortised in previous years
had a positive impact on bottom line performance in the year under

review.

The Systems Integration segment recorded a dip of 2 percentge
points in EBIT as compared to the previous year. This is mainly due to
the inability to close a large number of the projects currently in the
pipeline by the financial year end, some of which would be
recognised in the next financial year. The current focus is to minimise
the high fixed costs through a process of organisational restructuring
which would enable the company to move into a more sustainable

variable structure.

The Office Automation segment also recorded an EBIT margin growth
of 3.1 percentage points over the previous year mainly due to the
introduction of new product lines at high margins and the traditional
product lines of Photocopiers, fap tops and consumables also
recording healthy margins. Overhead costs have also been managed

well and with increased revenues the performance had a positive flow

Profit Before Tax W
Profit After Tax .3

48219
43,095
57,109
L 478N

{4,916
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Financial Capsule

(Rs.'000s)

Information Technology ~ 2005/06  2004/05 Chg %
Turnover 1,720,752 1,331,521 28
EBIT 115,989 {4,788) 2,522
PBT 115,103 {4,816) 2490
PAT 83,440 {26,866) 411
Total Assets 654,581 574,227 14
Total Equity 310,004 211,396 47
Total Deht 3239 499 549
Capital Employed 313333 211,8% 48
Capital Expenditure 15,575 8,882 75
No. of Employses 583 521 12
EBIT per Employee 199 (9) 2,285

through to EBIT. A key highlight of this year's cost management
process was the ‘in sourcing’ of the technical operations to selected
technical personnel within the company on an "employment for
service” model on a cost per copier basis. This had a positive impact
on the cost structure of the company which is expected to increase
during the ensuing year. A further conversion of the "fixed cost” to
“variable” was implemented by outsourcing the transport services to
existing drivers on a fixed rate. The company also recorded an
increase in other operating income mainly on account of the sale of
motor vehicles due to the outsourcing, exchange gains and interest
income on excess funds invested. All these contributed to the

increase in EBIT margins.

Asset Turngver ratio
The Asset Turnaver ratio of the Industry Group improved from 2.3 in

the previous year to 2.8 during the year under review.

Capital Employed

The Capital Employed for the Industry Group increased by 48 per cent
as compared to the previous year primarily due to the increase in
working capital required for the high growth in the Software and

Office Automation businesses.

Praofit after Tax
The Industry Group recorded a profit after tax of Rs.83.4 million which

is a substantial increase from the previous year's [oss of Rs.26.9 million.

Management Discussion and Analysis

EBIT Margin n ROCE
6.7%
> FYD4/05
44.2%
Asset Turnover | | FY03/04
2.8x (2.1)%
Chg
0,
Assets/ ] 2194%
{Debt+Equity)
2.3x

The healthy top line increase, a conscious shift to high margin
products and services coupled with better terms negotiated with key
Customers and operational efficiencies led to a transformation of the
Software segment's PAT from a loss during the previous year to an

impressive profit during the year under review.

The Systems Integration Segment experienced a 51 per cent drop in
PAT as compared to the previous year due to the inability to close

sufficient projects during the year.

The PAT of the Office Automation Segment more than doubled
primarily due to the higher revenue and cost reduction measures

adopted during the year.

Information Technology Performance

{Rs.'000s) 05/06 04/05 Chg %
Turnover

Software Services 400,286 307,678 30
Systems Integration 514,375 465,694 10
Office Automation 806,091 558,148 44
IT Services - - -
EBIT

Software Services 31,438 (59,461) 153
Systems Integration 13,555 21,473 (37)
Dffice Automation 72,582 33,200 118

IT Services {1,586)










Introduction :

Throughout its 130-year history, the John Keells Group has been dedicated to
the proposition that Business growth and Community growth must go hand-in-
hand, if such growth is to be sustainable over the long haul. We are vocal
public advacates for the cause of businesses contributing to wider societal
development; our memberships of the Waorld Economic Forum and UN Glabal
Compact have intensified our commitment to Sustainable Development and
greater Social Responsibility in a multi-Stakeholder context.

At John Keells, "Responsibility" is not a mere buzz word - it is firmly
ingrained in the DNA of the Company and is of paramount importance in all
our business decision making. Through our partnerships with our various
Stakeholders, we have sought to promote Sustainable Development,
providing the impetus for Communities to ampower themselves to attain
better lives, livelihoods and lifestyle. We aspire to be the Employer, Provider,
Investment and Neighbour of choice and are focussed on transparency and
accountability in all our actions. In our engagement with Stakeholders aver
the years, our commitment has been to “Touching the Lives of People” acrass
the country and in all strata of society.

John Keells Social Responsibility Foundation

We marked a milestone in our efforts to entrench an ethas of Corporate
Citizenship within the Group with the establishment of John Keells Social
Responsibility Foundation (the “"Foundation”). Commencing April 2005, the
John Keells Group's Corporate Sacial Respansibility (CSR} initiatives and
activities were channelled through the Foundation - a formal charity
gstablished as a company limited by guarantee and licensed by the Registrar
of Companies under section 21 of the Companies Act, No. 17 of 1982 as a
“charitable company”. The Foundation is also registered as a "Voluntary
Social Service Organisation” under Voluntary Social Service Organisations
(Registration & Supervision) Act, No. 31 of 1980 (as amended).

The objectives of the Foundation are, broadly :

{3 To improve the quality of life of people

= To promote knowledge, understanding, peace and justice between all
people

3 To provide financial and other assistance to deserving or disadvantaged
persons, communities or bodies, particularly in the areas of education,
health and housing

[0 To undertake projects of social and community concern for the relief of
poverty and economic and mental distress

T3 To promote science, sports and cultural activities for the development of
creative potential of people

T To promote commercial enterprise or any profession towards improving
economic and social wellbeing of deserving, disadvantaged or needy
peaple

7o promote the understanding of humenity, responsible care of the
environment and earth's resources, endangered species and the welfare
of all creatures.

The Management Committee of John Keells Social Responsibility
Foundation (“Committee”) is a cross-functional team which includes senior
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level representation from all Industry Groups and Centre Functions and is
headed by Mr Sumithra Gunesekera, Director JKH. The collective expertise
of the Committee enables realisation of the Foundation's objectives in a
timely and effective manner. The Foundation further seeks and promotes the
active participation of every Employee in CSR initiatives of the Group,
thereby engaging additional staff expertise.

The Committee meets monthly and its decisions are communicated
periodically to the Board of Directors. With all industry Groups represented,
all CSR-related information and reporting by Industry Groups is channelled
through the respective Industry Group representative,

The focus areas of Group CSR activities and the CSR initiatives therein are
identified by the Committee in consultation with the Executive Committee of
the Foundation, comprising executive directors of JKH. Business units and
Employees are also encouraged to propose individual projects for
consideration. Individual Group companies are at liberty to identify and
implement their own Community Development projects. However, since the
Committee is responsible for ali Group CSR activities, Group policy requires
such projects to be submitted for the prior approval of the Committee and
also reported on while in progress and on completion.

CSR Honours

During the year, our Carporate Citizenship was recognised by several bodies
as were our efforts at Sustainability Reporting. John Keells was named
overall runner up at the Ceylon Chamber of Commerce Best Corporate Citizen
Award 2005, while alsc being adjudged joint winner in the Economic
Performance category. We were placed third in the Large Business Sector
category at the CIMA Business Club Community Leader Awards 2005, which
focused on education initiatives. Our maiden Sustainability Report published
with the Annual Report 2004/05 was named best CSR report at the ICASL
Annual Report Awards while it was joint winner at the ACCA Award for
Sustainability Reporting. A full list of awards, certifications and recognition
won in 2005/06 is on page 103.

Disseminating information

The John Keells Group makes every endeavour to ensure the effective
communication of its performance, principles and policies to Stakeholders in
a frank and timely manner. Given the size and diversity of the Group, a range
of processes and channels that allow continuous communication has been
institutionalised in order to manage the flow of information ta Employees,
Customers, Suppliers, Investors, Media and the Public. Dedicated Corporate
Communications and Investor Relations teams manage the dissemination of
information pertaining to the Group.

Shareholders receive a report on the Company's performance each quarter
while important events and developments are communicated via email and
during roadshows. The investor relations section of our corporate website
also provides investors with comprehensive information relevant to them.

Our main communication channels for Employees are the Group newsletter
and Group Newspage on the Intranet. The quarterly newsletterdk Puwath




was transformed this year from an English-only to a trilingual publication to
reach a greater number of staff members. The circulation was also increased
to cover all employees. During the year, we also enhanced the Group Intranet
to allow for greater and speedier dissemination of information to Employees
Group-wide. Another highlight of the year was a poster campaign
throughout our business locations to educate Employees an the Company's
involvement, and to inspire their own involvement, in CSR activities.

Qur service related industries have in place processes for continuous
communication with Customers and Suppliers — with emphasis placed on
promptness and effectiveness in anticipating and responding to their needs.

Impacts end Responses
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Dedicated persannel have been appointed to develop relationships with key
Customers and Suppliers to ensure successful communication.

Qur engagement with the General Public takes place via our corporate
website as well as the Media. The Company website provides timely and
accurate information targeted at all Stakeholders. Media releases are issued
on the performance of the Group as well as significant achievements and
developments, and where possitle we have ensured that these releases are
issued in English, Sinhala and Tamil. We have also developed corporate
audio visual material in Sinhala and English to reach a wider cross section
of our Stakeholders.

The John Keells Group has throughout its history evolved itself in line with the needs and concerns of the environment in which it operates, while being mindful

of the importance of remaining responsible in doing business. We constantly evaluate our impact on our Stakeholders and use our capabilities to create responses

that generate competitive advantages for the Company while also positively influencing our Stakeholders.

As we continue adding value to our Stakeholders, we recognise the importance of institutionalising world class systems and processes that bring about greater

efficiency and effectiveness. Many companies within the Group have received 1S certification while we have deployed an enterprise resource planning solution
on the SAP platform throughout the Group to bring about greater transparency and faster decision making. Qur Corpaorate Governance practices are discussed at
length on pages 20-26 of this report. Here we summarise some of the key impacts arising out of our operations and the Group's response to each.

Impact: Overall efficiency at the Port of Colombo

Response: Acquired a marine tanker to strengthen delivery infrastructure and expand services. This enabled us to improve our efficiency and thereby
influence the overall efficiency of the Port of Colombo which is critical to the competitiveness of the country.

Impact: Passible leakage of fue! and hazardous substances leading to pollution of the seas

Response: We continue with preventive maintenance of tanks and equipment, training personnel to counter spillage, waste treatment. Compliance with
MARPOL regulations has increased reliability and safety of operations.

Impact: Promating the image of Sri Lanka as a tourism destination

Response: Introducing twa new brands of hotels and resorts that offer enhanced services and experiences to attract different tourist segments, indirectly
promating Sri Lankan tourism overall.

lmpact : Potentially impeding local cultures and lifestyles by operating leisure services

Response: Designing experience-based excursions that showcase the culture of Sri Lanka, enabling tourists to appreciate the values and lifestyle of local
communities in non intrusive ways.

impact Health and nutrition of Consumers

Response: Stringent process controls that ensure cansistency of quality standards, continuous research and development to anticipate and respond to
consumer needs, and speedy response to quality concems.

Impact: Competitive prices and markets for local small-scale entrepreneurs

Response: Qutgrower programmes guarantee minimum prices 10 local entrepreneurs and farmers for hamegrown praducts such as ginger, vanilla, treacle
and cashewnuts during manufacturing, thereby protecting and developing local small scale entrepreneurs.

Impact: Development of Sri Lanka as a BPO Destination

Response: Entering into BPO operations with plans to offer a full range of BPO services, marketing Sri Lanka internationally as a credible BPO service
provider thereby creating increased employment opportunitiss.

impact: Development of the apartment culture in Sri Lanka

Response: Addressing limited availability of residential land in Colombo city by building up-market superior quality apartments.

Impact: Enhanced savings and funding options to consumers

Respense: Merger of Nations Trust Bank and Mercantile Leasing to harness synergies and therety offer better financial products at competitive prices.

impact: Repatriation of foreign exchange earnings to Sri Lanka

Response: Aggressive drive towards internationalisation will gradually increase foreign exchange earnings repatriated to the country.
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John Keells is defined by the spirit of its people - a passionate group of

individuals whose varied talents and capabilities form the rich tapestry of
the Company. The Group, as a leading employer, has attracted a premier
quality team made up of dynamic, motivated and responsible individuals. Qur
Employess know that they make a meaningful contribution to the
Sustainable Development of our businesses. An environment has been
created today for Employees to unleash their full potential, through the
challenges the Group offers and the institutionalisation of world-class

human resource processes and systems.

The Company is committed to harnessing their talent and skills while
empowering them and motivating them to develop themselves. In this
continuing endeavour, focus has been on engaging them in discussion within
a democratic participatory process to bring about quality improvements in

their warking lives.

In 2003, we conducted the first Great Places to Work (GPTW) survey across
the Group to assess Employee perceptions of our organisation. The GPTW
model measures strengths and development areas of an organisation based
on five dimensions: Credibility, Respect, Fairness, Pride and Camaraderie.
Employess across the various companies and levels of the Group
participated in the survey which was independently administered. From the
analysis of the survey results emerged our organisational strengths and
areas for development. The data elicited from this survey was used to further
our quest to achieve our HR vision ‘John Keells - more than just a workplace'.
We focussed on our development areas and invited Employee participation

in setting out action plans to improve them.

The GPTW survey was conducted once again in 2005 to assess the progress
made and we were encouraged to see a marked improvement in all five
dimensions of the GPTW model. Seven hundred and thirty Employees, from
a cross section of the organisation, were invited to participate in the survey,
of which 63 per cent responded, which was an improvement on the response

rate of 58 per cent in the 2003 survey.

The 2005 survey results identified employee faith in the management team

and pride in their work as two significant organisational strengths, implying
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that Employees recognise the capability and competence of the management
and perceive the leadership team as being ethical and acting with integrity.
According to the survey results, Employees feel proud to belang to the John
Keells family, and feel that they command social respect as a result. Further,
a majority of Employees perceive an improvement in all dimensions of the
GPTW model during the past two years. Although we are heartened by the
significant improvement in the survey results, we feel there is still scope for

improvement.

The Group strengths identified in the GPTW 2005 survey were :

Corporate Image

1
1

Hospitality

T Competence 0 Team Accomplishments
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one of the GPTW dimensions and developed an action plan to improve

the development areas.

The methodology adopted was focus group discussions where Employees
across functions, levels, companies and sectars were invited to an open
discussion with the teams on specific dimensions of the survey. These
meetings were facilitated by one of the team members, and open
dialogue was encouraged. Through the meetings, more organisational
strengths and weaknesses came to the fore, examples were shared,

problems were discussed and solutions were sought.

It was encouraging to note that the open discussion fostered a sense of
team-work and of belonging to one organisational family. It was also
observed that participants of the focus groups were often abie to resolve
problems in their workplace through suggestions made by colleagues in
other departments or sectors. Based on the data received through the
focus group discussions, the teams were able to compile action plans for
improvement {see overleaf), some of which have already been

implemented.

In addition to the above, we have also mooted awards akin to the

Chairman's Award, which is granted to director and manager levels of

01 Justice
Employees perceived improvements in the following sub-dimensions:
% improvement since
. Sub-dimensions. GPTW survey 2003:
1. Collaboration 25%
2. Caring 20%
3. Impartiality 20%
4. Communication 11%
5. intimacy 10%
0.5% 2.0% 6.5%
Employee

15.4% ‘
!

. 96%

16.7%

Less than 1

Service Analysis

gon

goaot:

Employee
Age Analysis

Years
50+ 3
36 - 50 OO
26 -3 43
Lessthan 25 H&

The 2005 survey was followed by a series of initiatives to address
improvement areas in sub-dimensions of communication, equity/
impartiality, credibility and community. The first step was to develop a
structured process to fully understand employee concerns and

aspirations.

Thus, based on the improvement areas identified and the process
identified, five cross-functional teams were formed with the mandate to
invite Employee participation in order to better understand Employee
concerns and suggest appropriate action for improvement and build
consensus. Each team was headed by a member of the Group Operating

Committee and comprised members at Director, Manager, Assistant

Mananer and Evertiitive lavele in the nraaniceatinn Farh team focticed an

the Group, to other levels of Employees. The Compensation and Benefits
cycle of the Group was changed from the current 1 April to 31 March 1o
1 July to 30 June to enable supervisors to commit the desired time and
attention to the Performance Management process, when the Group is
increasingly focusing on performance and rewarding people for what
the businesses want to achieve. Further refinements were made to the
Performance Management process far Assistant Manager and Executive
levels to ensure transparency at every step. A structured means to induct
Employees not only at Group level, but at the industry Group and
Business Unit Levels was mocted and we continue to build on our

strengths to build the desired workplace.
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Action plans for improvement :
Action

Target area of improvement

1. Monthly staff meetings at business or functional unit level

g R

Improve communication with respect to, amongst others, business
related issues, group initiatives, Employee involvement and
delegation at the workplace by encouraging suggestions for
improving the workplace/the way business is conducted

(o]

. 'Bright |deas’ suggestion scheme accessible to all Employees
via the Web

Enhance Employee participation. "Bright |deas” has since yielded
anticipated excitement and participation as seen in the ideas posted on
the Bright Ideas portal

3. Common grievance handling mechanism for all levels of Employees

Improve fairness, transparency and speedy resolution of issues.
Currently operational across the Group and has created much good will

4. Skip level meetings with boss's boss

Enhance communication, fairness and transparency. This process
came in to effect from 1st April 2006 and was initially rolled out upto the
Assistant Manager level

5. ‘Chairman Direct’ communication channel where Employees can Enhance transparency and communication. This is now operational
address issues related to organisational values |

6. Refurbishment of physical facilities ~ cafeterias, 1 Improvement of Hygiene factors which is a continuing endeavour
toilets, lighting and ventilation, etc ;

7. Atleast 2 Group wide events annually, to involve Employees and Improve Employee involvement and encourage family involvement.

their families. These events will be social and/or sporting events and
will include special features for children

Currently the Group hosts the annual year end get-together for all its
Employees and families and also others sports events

8. HR open day to assist Employees in their understanding of
HR systems and processes, give them an opportunity to clarify,
seek guidance and assistance in relating to these processes

Improve communication, fairness and transparency;

It is also an opportunity for Employees to provide feedback on the HR
systems and processes, which is valuable to constantly improve them
and align them with Employee aspirations. Every Industry Group has
scheduled HR Opendays once every quarter and these have been
successful, deriving the benefits envisaged

b
1
elurbishiad cafetera-at Glennie Street premises {* j
o i ]

Forbes Magazine ranks John Keells among 200 Best
under a Billion

The Influential Forbes magazine ranked John Keells Holdings among the
"200 Best under a Billion" in the Asia Pacific - a list of the region's best listed
companies below USD 1 billion in revenue. The basis for choosing the Forbes
“Best under a Billion" was to pick those small and medium size enterprises
that reward not only their founders and other insiders but also public
Shareholders.

Forbes Asia said "the Best Under a Billion list highlights the most successful
smaller public companies in Asia and the Pacific. Their heady growth-and
profitability figures validate the managerial and entrepreneurial savvy of
their top executives.”

The ranking was made based on a valuation of both growth and consistency;
companies had to show positive earnings growth during the past five years.
Also taken into consideration was a pretax margin of at least 5 per cent in
the latest fiscal year, because tax laws can vary from country to country

making bottom line comparisons unfair.




Customers

Our businesses are driven by a philosophy of Total Customer Satisfaction
through constant inngvation, continugus improvement and an
uncompromising pursuit of the highest quality standards. We know that
Sustainable Partnerships can only be created by consistently delivering value
to our Customers. In this regard, each of our companies has in place
mechanisms to listen to their Customers and respond to their expectations.
Hightighted below are a few of the significant initiatives taken by Group
companies to deliver value to Customers.

Our city hotels, Cinnamon Grand and Trans Asia achieved muktiple
international standards certifications during the year, propelling the quality
and service at the hotels to a new dimension. The certifications were SO
14001 which defines the requirement for establishing, implementing and
operating an Environmental Management System; OSHAS 18001
{Occupational Health and Safety Assessment Series) which governs
processes that minimise risk to Employees and ensure effective
management of their health and safety; HACCP (Hazard Analysis and Critical
Contral Point) the systematic approach for identification, evaluation, and
control of food safety hazards and ISO 22000 which specifies requirements
for food safety management through effective control systems in the food
supply chain.
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Strategic Group Information Technology (SGIT), the division responsible for
Information Technology Strategy, Infrastructure, Service, and Governance
across the John Keells Group, received 1SO 8001:2000 certification in
November 2005 In achieving and maintaining this certification, John Keells
Group will benefit from an IT function that will :

be benchmarked against best practices

use appropriate technology and infrastructure

be Customer focused

. enhance staff competencies and awareness

£~ be committed to continuous improvement

T build mutually beneficial partnerships with Suppliers

M

10

Business Partners

The John Keells Group works with thousands of Business Partners both here
and abroad. Our relationships with the vast majority of these have endured
for a number of years. Our transactions with our Partners are transparent,
responsible and mutually beneficial; we have maintained open channels of
communication which have enabled us to build relationships based on trust,
respect and understanding. As such, Supplier concerns are minimal and are
communicated simply and addressed immediately. We strive to promote our
Sustainable Practices among our Business Partners while we have also, i
many instances, benefited greatly from the best practices they follow.

n

During the year, Ceylon Cold Stores (CCS) rolled out a Customer Delight
Flagship (COF), an extension of its Customer Complaints Reduction
Programme. The rollout included educating 2837 CCS personnel and
distributors on the aspects of the enhanced programme. The CDF involves
creating a direct line of communication between Customers and Ceylon Cold
Stores by making contact information clearly available via packaging, and
making Customers' communication with CCS via distributors mare efficient.
Under the CDF, contact requirements are deployed through daily reports and
stringent monitoring of the Customer response chain. On receipt of a
complaint, a sales representative visits the Customer to collect the product
in question as well as to replace it. Thereafter the product is sent to quality
control while the complaint is tabled for discussion at several audiences
within the Company with a view to taking corrective action, where
necessary.

During the year, JayKay Marketing Services established & vegetable and
fruit collection centre in Thambuttegama in the Anuradhapura District to
enable farmers of the area to sell directly to consumers through Keells Super.
In addition to purchasing the farmers’ produce, the Company also engaged in
transferring knowledge on local and foreign market quality requirements,
technical expertise on process improvements, transpartation technigues,
packaging and small business management. The Company collaborated with
the Mahaweli Research Office to identify a suitable farming community,
location, type of harvests and seasens for this pilot project. It is estimated
that the project benefited approximately ninety individuals inciuding fifteen
medium scale farmers and their families directly and fifteen smaller scale
farmers and their families indirectly through subcontracted processes.

The project enables us to provide farmers with an opportunity to educate
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consumers. The collection centre is a convenient mechanism which
facilitates our purchasing the farmers' produce at competitive prices. Based
on the learnings from this project, we plan to establish the collection centre
at a location where a far higher number of farming communities would
benefit both directly and indirectly.

Our Hotels have had longstanding partnerships with many of their Businass
Partners - some of whom have been supplying goods and services for over two
decades. The Business Partners of The Citadel, Kandy in particular, have
benefited from the Company's promotion of sustainable practices such as

- a vegetable purchasing scheme through Protected Agricultural Entrepreneurs
Association (PAEA) - a group of farmers. By extending support to the PAEA,
the Citadel has been able to find a steady source for vegetables used at the
hotel, while guaranteeing the PAEA minimum prices;

Clthe Hotel conducts Joint Supplier meetings where awareness and
direction is provided to Suppliers on required standards of hygiene,
packaging and presentation of their produce. Suppliers are also regularly
provided feedback, including price, Supplier and product comparisons;

Z1the Hatel has chosen to source herbs through a Supplier who donates 50
per cent of his profits to a Children's Home in the area.

The Group is dedicated to sustaining the Environment and its bio-diversity for
future generations; we caonstantly assess our relationship with the
Environment and the impact our actions have on its well being, conservation
and preservation. We are committed to eco-friendly practices and this
commitment has been well integrated into our business philosophy; the
Environmental impact of our actions is continuously considered and debated,
with Group companies seeking ways to work with the Environment, rather
than against it or simply co-existing with it.

We have embedded the principles of Environmental sustainability into our
business strategy and have put in place policies and processes that help
minimise our impact on the Environment. As a group that operates some of
the country's leading manufacturing concerns, we are also intent on going
beyond mere compliance to proactively pursue ways of preserving the
Environment through our actions.

John Keells has in place a Group Energy Initiative whereby we reduce our
consumption of energy by addressing haw we may utilise energy with better
efficiency. The Group's wastepaper management policy ensures that

Year 2004 proved disastrous for the global vanilla farming industry.
Unexpected rains destroyed crops, creating a short fall that drove world
vanilla prices up drastically. Faced with buying vanilla at abnormally high
prices, Ceylon Cold Stares - a major vanilla and vanilla derivative consumer
sought cost effective ways in which vanilla could be sourced. The CCS
Essences Team researched and developed a unique method of extracting
locally grown vanilla pods, and then blending and standardising the
essence to the same quality as the imported vanilla. We have chosen the
Kandy Vanilla Farmers' Association to provide us with vanilla pods of the
desired quality. The farmers are guaranteed a buyer at minimum prices for
their produce and are assured of a continued mutually beneficial
partnership.

The waste water treatment plant at CCS

wastepaper is handed over to the Ceylon Paper Corporation for recycling.

We strictly monitor the emissions, discharges and pollutants released to the
Environment during our production processes; we have ensured that these
emissions are well within the limits specified by the Central Environmental
Authority and neutralise all possible harmful substances before they are
released. The newly commissioned waste water treatment plant at the
Kaduwela premises of Ceylan Cold Stores has enabled us to make further
enhancements in our effluent contrals.

Our Hotels have, aver the years, put in place a plethora of measures to
protect and safeguard the Environment and have been lauded for their
gfforts. The Lodge, Habarana has obtained ISO 14001 certification for its
Environment Management Systems and has met Green Globe 21 Standards;



it has been the recipient of the President's Award for best Environmental
Practises and the Kuoni Green Planet Award while being declared a Bird
Friendly Resort.

All our Hotels employ energy saving measures such as key tag switches in
all rooms, CFL light bulbs wherever possible, heat pumps for production of
hot water, and solar panels. The Lodge, Habarana, Chaaya Village, Habarana
and Bentota Beach Hotel efficiently manage kitchen solid waste by recycling
at integrated farms while The Lodge operates a sewer treatment plant to
conserve raw water for irrigation purposes. Our Hotels also use
biodegradable chemicals for washing and cleaning while effluents are
treated either within the premises or at treatment plants elsewhere befare
being released. The Hotels also actively promote the protection of the
Environment among guests and the Community through initiatives such as
shramadana and poster campaigns. At Chaaya Village, Habarana - the
resident Naturalist promotes eco-tourism by educating guests on the
Environment and bio diversity of the area.

During the vear, The Cinnamon Grand, Colombo became the first hotel in Sri
Lanka to be simultaneously awarded ISO 14001, ISO 22000 and OSHAS
18001 certifications. In parallel, the Hotel launched a series of awareness
programmes and initiatives to reduce any negative impact their operations
may have on the Environment.
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Staff and Suppliers of Cinnamon Grand have been educated on compliance
with SO 14001 standards through poster campaigns and awareness
sessions while tent cards in rooms encourage guests to save utilities. An
energy saving committee has been formed to address areas where energy
utilisation can be minimised. Solid waste is recycled and reused where
possible while a scrubber plant has been introduced to reduce emissions. A
Waste Water Treatment Plant will also be implemented by December 2007.

JayKay Marketing Services has replaced open island type freezers at Keells
Super Supermarkets with closed types which saved upto 60 per cent mare
energy, while lighting at Keells Restaurants and Keells Super outlets has
been changed to energy saving lamps. Keells Food Products Ltd has
upgraded its incinerator facilities and implemented a burning program while
not a single sludge load has been released from its factory. Discharge water
samples from the KFPL plant have indicated that all critical parameters are
below 50 per cent of allowed limits.

Lanka Marine Services became the first bunker Supplier in the South Asian
Region ta comply with MARPOL (Marine Pallution) Regulations. The MARPOL
Convention is the main international convention designed to prevent and
minimise pollution of the seas, both accidental pollution and that from
routine operations including dumping, oil and exhaust polluticn. MARPOL

compliance encompasses very high standards in delivery procedures.

A Better Tomarrow (IS0 14001 Policy)
Cinnamon Grand Colombo is totally committed to

- Protecting the Environment
The health and safety of all its Customers, associates and local
Community

This Commitment is practiced throughout the Hotel in keeping with the
requirements of all applicable regulations and legislations.

At Cinnamon Grand Colombo "we care for others” and are continuously
seeking ways to better the Environment by minimising pollution and
waste.

Keells Tours meanwhile, regularly checks and monitors vehicle emission
levels and maintains healthy levels of emissions through regular
maintenance.

John Keells Office Automation continued with its "Toshiba Go Green”
Environment caring project, under which over 2000 toner cartridges were
bought back and sent to the Company's Principals in Singapore for recycling.
This project is ongoing.
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During the fiscal year 2005/06, John Keells Social Responsibility Foundation
focussed on projects in three key impact areas - Education, Health and
Community Development. We have actively promoted the participation of as
many staff members as possible in the Foundation's CSR activities, in
addition to their involvement in CSR initiatives which are carried out at
Industry Group and Company level.

EDUCATION

Supporting Education initiatives creates the right conditions for Sustainable
Development. We believe our contribution towards the education of
Sri Lankan children has a direct bearing on the future prospects of this
country. Qur commitment is to support as many children as possible to reach

better education standards and thereby attain a better quality of life.

English Language Scholarship Program

QOur English Language Scholarship Program has, since its launch in September
2004, touched the lives of over 400 students. The programme aims to
enhance English language skills among promising school children from

disadvantaged backgrounds as well as children of non-executive Employees.

Since 2004 we have sponsored 434 children for English language courses at
Gateway Centres across the Island. As at March 2006, 230 of them were
following the two-year EdExcel Diploma Program at Language Centres in
Colombo, Nawala, Wattala, Galle, Gampaha, Kandy, Matara, Bandarawela,
Panadura and Wellawaya. In 2005, we also introduced six-month foundation
programs in Habarana and Batticaloa where 204 pre-Ordinary Level children
were given an opportunity of developing and enhancing their English
language skills. Whilst the program in Habarana has been successfully

concluded, the program in Batticaloa is ongoing and will conclude in 2008.

A highlight of the programme during the year was the English Day organised
by the Foundation in October 2005, which enabled the scholars to showcase
their talents. Held at the Bishop's Coltege Auditorium, the event saw more
than 150 students from various parts of the country display their varied
talents through speech, poetry, drama, and singing, which were of high

standard and displayed the potential of these young schalars.

In the new financial year we plan to roll out a program customised for schaol
leavers seeking employment. We intend to target areas close to the business
units of the John Keells Group located in different parts of the Island, so that
we can consider these youth for absorption into jobs wherever possible, with

a view 10 maintaining the sustainability of our initiatives.

Neighbourhood Schools Project

The schools that cater to the children of the areas surrounding our Head
Offices at Glennie Street are in poor condition, not meeting even primary
needs such as water and sanitation. John Keells has since 2004 “adopted”
three neighbourhood schools as part of a program to uplift the educational
standards of these institutions on an ongoing basis. The Schools, Al Ameen
Muslim Vidyalaya, Holy Rosary Sinhala Vidyalaya and Holy Rosary Tamil

Vidyalaya have been provided upgraded facilities at a cost of approximately

ey

Students in the Habarana Eoglish Foundation Programme
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fs.1.84 million. Meanwhile Trans Asia Hotel has concluded its own
neighbourhood schools development praject involving Sri Sariputta Maha
Vidyalaya, Al lgbal Maha Vidyalaya and T.B. Jayah Maha Vidyalaya, all in
Colombo 2, at a cost of approximately Rs.1.86 million. The staff of the John
Keells Group were encouraged to directly participate in developing these
schools during a drive within the John Keells Group called “Gift of
Knowledge” aimed at collecting books for the schools' fibraries. The project
resulted in the collection of 1500 books, perigdicals and maps suitable for
the use of children, in Sinhala, Tamil and English, which were distributed

among the six schools.



Vocational Training

We are also committed to creating avenues of employment for unemployed
graduates in our highly diversified businesses. Through our participation in
the Sarasavi Saviya Programme for Training & Development, we aimed at
making a positive contribution towards reducing unemployment amang
graduates, while assisting such youth to further themselves in a career of
their chaice. Moreover, various companies within the John Keells Group also
have ongoing Internship schemes which facilitate professional and industry-

related exposure and skills development.

HEALTH

HIV-AIDS Awareness Initiative

Having identified the potential impact that HIV/AIDS can have on
Sri Lanka, the Foundation has launched a three-year HIV/AIDS Awareness
Campaign. The Campaign's goal is to create awareness of HIV and AIDS,
how the virus spreads and how it could be prevented. The first year of the
initiative (2005/06) was dedicated to building awareness among the staff of
all the companies of the Group. To date about 2600 Emplayees of the Group

have benefited from the Staff Awareness Campaign.
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Vision 1000

The John Keells Vision 1000 program is a 2-year cataract-operation project
taunched in 2004/05 with the aim of restoring the eyesight of 1000 deserving
cataract patients scattered across all 9 provinces. Cataract is a primary
cause of blindness in Sri Lanka but 95 per cent of patients can be cured
through surgery. By sponsoring the aperations, Vision 1000 enables patients

to once again become productive citizens.

The program is being executed via Base Hospitals in each province. Eye
camps were held during the yeer in Avissawella, Kantale, Hambantota,
Dambulla, Habarana, Horana, Karawita, Mahiyanganaya, Matale, Maraka,
Sigiriya and Wasgamuwa. Six hundrad and forty one cataract operations
were completed in the year ending 31 March 2006, taking the aggregate
operations concluded over the 2-year period to 1088. In addition, 50 cataract
lenses were donated to the Batticaloa Base Hospital whilst 40 spectacles
were donated to needy children who were screened at our eye camps. In a
parallel project, we also donated magnifiers and reading aids to patients at

the Low Vision Clinic of the Colomba Eye Hospital.

Vision 1000 is aligned with the World Health Organisation's “Vision 2020

Project.

o  PADE

Knows No Barriers

The second and third years will see the Campaign reach out to Stakeholders
outside the Group: firstly by focusing on various high-risk environs of the

Group's business locations and then moving on to the national stage.

The project is carried out with assistance from the National STD/AIDS
Control Programme of the Ministry of Health, the Ceylon Chamber of
Commerce, International Labour Organisation and UNAIDS. Together with
our partners, we were involved in many activities to mark World AIDS Day,
including a public awareness campaign in association with Wijeya

Newspapers and MBC Netwark.
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RURAL DEVELOPMENT

Halmillawe Village Adoption Project

The 556 people of Halmillawe are among the poorest in the Anuradhapura
District; their main livelihood of agriculture faces a myriad challenges, they
have no access to electricity, the bus service from the village is infrequent
and unreliable, the 56 students of the village school are taught by their

principal and three teachers - some of whom are unpaid volunteers.

The John Keells Group, which operates two hotels located 20 km away in
Habarana, has partnered with the villagers to facilitate the development of
Halmillawe. The residents of Halmillewa initially raceived our efforts with
some scepticism given successive unmet promises from various sources.
Nevertheless, having witnessed the invalvement of our team over the past
year, a gradual change in attitude and a greater interest to be involved in
Community development have been displeyed. We strive to ensure the
participation of the Community in its development. There is an ongoing
dialogue with villagers and their representatives to establish their most
pressing needs and concerns through regular visits to the village by
representatives of the Foundation as well as our hotels in Habarana.

Halmillawe villagers have now set up a committee to recommend an action

The most significant achievement during the year was the fulfilment of a
primary village need for the past fifty years - year round access to water for
cultivation. Under an irrigation project costing Rs.2.5 million, a dam was built
across the rain water run-off in the catchment area of the village, while a
canal was built from the catchment area to the main tank to divert a larger
quantity of water to the tank. Repairs were made to existing sluice gates of
the tank. The expected benefit from these measures is a year round water
supply from the tank, enabling the cultivation of two crops per vear as
opposed to the current one crop before the tank goes dry. It is also expected

to result in an increase in livestock.

We also upgraded school facilities by introducing desks and chairs, repairing
the schoof building and creating a more conducive learning environment. We
are also trying to identify self-reliant income sources for the school using
land owned by the institution. Additionally, a monthly allowance is being

sponsored by John Keells for one of the volunteer teachers.

The upgrading of the school facilities was done by the villagers and when
sourcing manual workers for the construction of the dam, priority was given

10 the villagers. Wages paid were at current market rates.

. The newly constructed dam in Halmiflawe

plan for the upliftment of the village, which once drawn up will be discussed

by the Foundation and implemented.

The abjective of our involvement with the village is to improve overall
quality of life and promote Sustainable Development through :

[ Access to basic infrastructure

(C Improved agricuttural products and marketing system

(= Diversification of livelihood, and

{ Strengthening of youth development

Our plans for Halmillawe in 2006/07 include the provision of electricity for
the village and providing livestock as a means of a sustainable alternative
lifestyle to cultivation. Also in the pipeline are training and development
programmes wherely the villagers, especially the youth, may acquire skills

that enable them to earn higher incomes.

Sri Lanka's rural areas have many & Halmillewa and people whose economic
existence has been severely marginalised. Such people and their quality of
life have to be upgraded if Sri Lanka is to reach true economic prosperity in
the longer term. Most importantly it will help bridge social gaps and create

a more unified Sri Lanka for the future.



ENVIRONMENT

Eco Park

We have identified the need to astablish & comprehensive Eca Educational
Centre at a major wild life park where visitors are taken through an induction
program to introduce them to the types of species found within, the dangers
they face and importantly, the code of conduct within a wildlife preserve. Such
a centre would promote eco-friendly practices and an Environment-friendly
mindset as visitors will be educated about flora and fauna, and natural
habitats. This, in turn, will help us instill in the minds of people the value of
animals and forests, and thereby trigger better protection of wildlife and the
Environment. Na such facility exists at present and we are exploring how best
we may get invalved in developing such a facility adjacent to a major National
Park. Over the past year we have explored many prospective sites for the
project and are at present in discussion with authorities on a proposed site

which attracts over 10,000 visitors annually.

Maintenance of the Slave Island Railway Station
John Keells Limited which refurbished the colonial style fully functional Slave
Island Railway Station under an agreement with Sri Lanka Railways, continues

to carry out all routine repairs and maintenance of the building and service

areas, with costs incurred in 2005/06 amounting to Rs.1.2 million.
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national treasure face difficulties in meeting basic needs such as cooking
utensils, beds and mattresses. It is these rangers that undertake anti
poaching raids risking their lives, and these trackers who accompany and
educate thousands of visitors to the park. During the year, the Leisure
Inbound Sector of John Keells Group carried out a project to provide these
basic necessities to the staff. The gesture, though small, showed the staff

that their efforts were appreciated and recognised.

ARTS & CULTURE

Kala Pola - Supporting the Arts

In our effarts to nurture and support the Arts, the John Keslls Group has
extended an unbroken patronage of thirteen years to Kala Pola, Colomba's
annual open air art fair. Kala Pola, an initiative of the George Keyt
Foundation, provides a platform on which budding artists and sculptors can
display their creativity to an art loving public and launch their careers, a
facility they may otherwise not be able to afford. In 2005, we made Kala Pola
an opportunity to showcase the Slave Island Railway Station which was
refurbished and is maintained by John Keells Limited, under an agreement
with Sri Lanka Railways. Kala Pola 2005 saw the participation of 314 artists
and sculptors who earned Rs.3.15 miltion from the 1400 works of art sold on

the day.

Beautification of Masjidul Jamiya Road, Colombo 02

This project was initiated towards creating and maintaining a better
environment in the immediate vicinity of the John Keells Holdings Head
Office by improving and landscaping one of the access roads - namely,
Masjidul Jamiya Road. Work involving the construction of a retention wall
alongside the railway line, landscaping and tree planting was carried out
during 2005/06 at & cost of Rs0.08 million.

Supporting the staff of Yala National Park
The Yala National Park sees thousands of visitors each year, however its

staff who are vital for the preservation of the fauna and flora of this unique

OTHER

Employers' Network on Disability

John Keells Social Responsibility Foundation is a Governing Council Member
of the Employers' Federation of Ceylon (EFC) Network on Disability
established in June 2005. The callective goal of its membership is to
enhance employment gppartunities within the private sector for people with
disabilities. Companies within the Group have also participated in the Job
Fairs organised by the EFC and successfully engaged persons with

disabilities.
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NATIONAL DISASTER RESPONSE

Following the devastating effects of the tsunami which engulfed
SriLanka's coastline on 26 December 2004, the John Keefls Group has been
at the forefront of tsunami relief wark in Sri Lanka. The John Keells' Tide
Relief Initiative (TRI), set up in the immediate aftermath of the tragedy,
mobilised to collect and distribute urgent relief items that were identified as
immediate needs {such as, food, water, clothing, medical and other essential
supplies) for the thousands of people who were injured or left homeless and
destitute. The TRI thereafter strategised, planned and implemented medium
to long term relief (such as school requirements and livelihood sustaining
equipment, support of temporary shelters, field hospitals and clinics and the
construction of houses, schools and pre-schools damaged or destroyed by

the tsunamij.

In our Sustainability Report 2004/05, we reported some of the short to
medium term projects undertaken by TRI in the areas of aducation, health,
employment related projects, logistical support to the Government of
Sri Lanka in the relief clearance operations as well as ad hoc projects
helping individuals and groups in a variety of ways. Our international

partners such as OHL, IFC, Jet Airways, Organisation of Sports Development

A summary of our tsunami relief projects is given on page 102.

Housing

With the tsunami disaster leaving thousands of families homeless and
displaced, and forced to seek temporary shelter, the immediate need in the
process of rebuilding these shattered lives is the provision of permanent
homes. It is the intention of the John Keells Group to provide permanent
housing to families by constructing houses in the affected areas in the
North-East, East, South-West, and the South of the isfand.

JKH has partnered Tsunami Relief Inc., a US 501(c)(3) charity established by
Mr Raj Rajaratnam to aid the victims of the tsunami disaster in
Sri Lanka to re-build housing and shelter. The houses are funded by the
(alleon Tsunami Relief Fund established for the purpose and administered

by John Keells Social Responsibility Foundation.

The first batch of 100 houses funded under this program in Rathgama, Galle
has been completed at an aggregate cost of As.59.8 million and handed aver
to tsunami-affected families. Work is also underway on an additional set of
50 houses at Rassandeniya, Matara at a cost of Rs.30 million and a further 50

houses in Siribopura, Hambantota at a cost of Rs.35.7 million.

and Performance of France, P&0 Nedlloyd and Schenker generously

supported TRI by donating funds and/or relief items.

TRI continued its Tsunami relief initiatives during 2005/06 which were
primarily medium to long term initiatives in the areas of housing, education,

fisheries and employment related projects.

Whilst the TRI Fund was brought to a closure on 28th February 2006, long
term tsunami relief projects will continue to be undertaken and/or
administered by John Keells Social Responsibility Foundation, the CSR arm

of the John Keells Group.

' Rosary Sinhala School

Meanwhile, TRl also came to the assistance of two families in Tangalle who
lost their houses during the tsunami. Two houses were constructed and
handed over to the beneficiaries at a cost of Rs.1,390,500/- (which included

monetary assistance 10 one of the families to purchase alternate land).

TRI also donated a sum of Rs.335,000/- for the construction of a house for a
family displaced by the tsunami in the southern coastal town of Balapitiya in
the Galle District under the aegis of Sri Lanka Federation of University

Women.



Education

TRI collaborated with World Concern Development Qrganisation in a project
benefiting 31 children in the Kuchchuveli Division of Trincomalee District
who had lost one or both of their parents during the tsunami. Under this
project & Savings Account was opened at People's Bank in the name of each
of the children with an initial deposit of Rs.5,000/-. TRI bore 50 per cent of
the project cost of Rs.155,000/-.

The Group also danated school books and other requirements to the Isha-
Athul Islam Home for the Orphans of Dharga Town. The donated items
included exercise, CR and drawing books, pens, pencils, colour boxes,
instrument boxes and other miscellaneous items of stationery costing over
Rs.40,000/-. The Isha-Athul Islam Home for the Orphans is an approved
charity and registered under the Department of Probation and Child Care. It

presently houses 107 orphans (boys) of whom 56 are tsunami victims.

Fisheries

{a)  Supply of Fishing Nets to affectad fishermen in the Eastern Province

12 fishing boats and nets were damaged or destroyed by the tsunami
in Savukkadi, Batticaloa District. Although the 12 partially-damaged

boats were repaired and ready for operation, the fishermen were

(b} Supply of Fishing Equipment to affected fishermen in the Northern

Province

Hundreds of fishing boats and nets were damaged or destrayed by the
tsunami in the Kilinochehi District. As a result, many fishermen have
been deprived of their livelihood. TRI donated fishing nets to 140
fishermen of Vadamarachchi East Fishermen's Co-operative Societies
Union Limited. The nets included 300 full sets of Bisce Nets and 100
full sets of Soodai Nets at an aggregate cost of Rs.1,617,200/-

Our Partners’ Response in 2005/06

HotelPlan Italia S.p.A

HotelPlan, one of our Business Partners, funded the construction of two
schools in the Hambantota District. The recipient of the funding was the
Janasuwaya Pre School Development Foundation. Under this project, a Hub
Pre-School in Nimbaramaya, Hambantota at a cost of USD 25,000 and a
Hzamlet/Satellite School in Kirindagodana, Kirinda costing USD 10,000 were
canstructed. Additional funds were donated from the TRI Fund for the
construction of play@rounds and payment of teacher salaries in these

schools.

unable to engage in their livelihood as all 12 units of nets had been
totally destroyed, eaving 1800 fishermen (comprising 360 families)

without any means of income.

TRI supported the Eastern Human and Economic Development (EHED)
in providing Beach Seine {Karavallai) nets to affected fishermen at an

aggregate cost of Rs.1,820,265/-

Kuoni and Emirates

Kuoni was the main contributor in the donation of Endoscopic Equioment for
the Mahamodera Field Hospital, damaged by the tsunami. Emirates and
John Keells Computer Services co-funded this project. Endoscopic surgery
(also referred to as 'key hole' surgery) is becoming increasingly popular all
over the world including Sri Lanka. The main advantage of this surgery is that
patients recover faster and are able to go home earlier {within 24 hours in

most instances). The equipment cost aver Rs.1.7 million.
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Rs.

Total value of Tsunami-related activities coordinated by the John Keells Group as at 31st March 2006 239,488,919.90

TRI Fund as at 31st March 2006

Contribution by John Keells Group & Employees to affected Employees & others 13,438,511.19

Contribution by other donors 20,533,214.71

Total funds received 33,971,725.90

Total funds disbursed and pledged 33,971,725.90

Category Project Disbursement Status

Relief Hambantota Disaster Relief Fund - Rice 10 affected persons 2,000,000.00 C
Relief Visits to Galle, Trincomalee, Amparai , Batticaloa 1,054,675.88 C
Relief Supplies to North - Share from TRI Fund 64,555.00 C
Provision of bottled water 1.953,798.97 C
Grants to JKH Employees affected by the Tsunami 5,236,950.00 C

Education School requirements to Children — Balapitiya Project 69,273.90 C
Boundary Wall for Preethipura Children's School - TRI Fund share 915,194.53 C
Hotel Plan Pre-school Project in Hambantota District 3,465,000.00 C
2 playgrounds for the Hotel Plan Pre Schools 188,000.00 C
One Year Salary for the Hotel Plan Pre School Teachers 288,000.00 C
School requirements for Isha-Athul Islam Home for the Orphans, Dharga Town 40,253.00 C
Savings Account Scheme for schoolchildren of Trincomalee - TRI Fund share 77.500.00 C
Studiosus Reisen Pre-school Project in Hambantota District 2,.945,477.00 C
C W W Kannangara School in Galle - Installation of a playground 1,860,000.00 C

Livelihood Back-to-work Tools of Trade Project - TRI Fund share 359,307.92 C
Batticaloa District Fishing Nets Project 1,820,265.00 €
Kilinochchi District Fishing Nets Project 1,644,046.25 C

Medical Karapitiya Maternity/Gynaecology Clinic Project - TRI Fund share 1.457,723.67 C
Mahamodera Maternity/Gynaecology Hospital Project-TRI Fund share 1,261,583.44 C
Kuoni/Emirates/JKCS - Endoscaopic Equipment for Mahamodera Hospital 1,783,900.00 C

Housing & Amenities Hikkaduwa Relief Camp Water & Sanitation Project - TR! Fund Share 244,595.79 C
Water Tanks to Relief Camps via Sarvodaya 308,175.00 C
Balapitiya Housing Project 335,000.00 C
Tangalle Housing Project 1,401,408.50 C

Logistics Airport Relief Clearance Operations - JKH Share 1,162,554 47 C
Port Relief Clearance Operations — JKH Share 1,095,080.07 C

Counselling TRI Volunteer Corps — Training as psycho-social supporters 126,560.00 C

QOther Photocopier to Red Cross Kilinochchi Branch 40,000.00 C
Tourism advisory volunteer 225,000.00 C
Transportation of Relief Cargo 468,056.00 C
Other Expenses for Packing, Security, Bank charges, etc. 79.791.51 C

Total funds dishursed by TRI Fund as at 31st March 2006 33,971,725.90

Additional Partner Contributions (Direct)

Category Project Value Status

Relief DHL - relief supplies 37,000,000.00 C
Schenker - relief supplies 30,000,000.00 C

Livelihood Tashiba - Photocopiers at concessionary rates to affected small businesses 2,300,000.00 C

Housing Galleon Fund - The 100-House Project in Monrovia, Galle 59,800,000.00 C
OSDP France - Funds for housing via Kelaniya Maha Viharaya 900,000.00 C
Galleon Fund - The 50-Hcuse Project in Siribopura, Hambantota 35,700,000.00 0
Galleon Fund - The 50-House Project in Rassandeniya, Matara 30.000,000.00 0

Other International Finance Corporation - Funding for 7 TRI Projects (50% share) 4,817,194.00 C
Jat Airways - Cash contribution to President's Fund 5,000,000.00 C

Total Additional Partner Contributions 205,517,194.00

Total value of Tsunami-related activities coordinated by the John Keells Group as at 31st March 2006 239,488,919.90

C - Completed

0 - Ongoing
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Company Name Certifications/Awards/Recognition
John Keells Holdings Ltd

Forbes Best 200 Under a Billion
LMD Sri Lanka's Most Respected Entities— Ranked First
LMD 50 — Ranked Second

Ceylan Chamber of Commerce Best Corporate Citizen Award — Runner Up

CIMA Business Club Community Leader Awards — Bronze
ICASL Annual Report Awards - Best CSR Report
ACCA Award for Sustainability Reporting

ISO 9002 for Strategic Group Information Technology

Transportation
Mack International Freight IS0 9002

Etihad Airways — Gold Award 2005/ Silver Award 2004

Cathay Pacific — Silver Award 2004

Malaysian Airlines Cargo Agents' Gold Award 2003 & Overall Winner 2004 & 2003
DHL TSP Certification 2005

Country of the Year Service Excellence Award 2004

Preferred Logistics Service Provider — Sri Lanka-Apparel Exporters’ Association

Mackinnon & Mackenzie Shipping IS0 8002
Walkers - Airlines Division SO 3001: 2000
Leisure Cargo Gmbh - 2004 Best Station Award
Mackinnons American Express Travels ISO 9001: 2000
Leisure
Cinnamon Grand IS0 14001
IS0 22000
OSHAS 18001
HACCP
Trans Asia IS0 14001
IS0 22000
OSHAS 18001
The Lodge Habarana IS0 14001

Kuoni Green Planet Award for 2005/06 and 2004/05
President’s Environmental Award — Hotel Sector 2004/05
Bentota Beach Hotel Neckerman Reisen Award

Named as one of the 100 best and most popular resort hotels 2003/04 in Germany

Velidhu Island Resort Thomas Cook Marque of Excellence Award — Summer 2005

Thomas Cock Overall Best Brand - Summer 2005
Maldives Presidential Award for Best Occupancy 2004/05
Walkers Tours Ltd QOutstanding Services 2003, 2004 awarded by Kanoo Holidays, Saudi Arabia - (Walkers among the 5

Best Destination Management Companies)

Best Destination Management in Asia, 2004 awarded by HotelPlan Netherlands

Best Services, 2004 awarded by HotelPlan Italy

Special Award in Recognition of Superior Customer Service, Evacuation of Customers during the

tsunami, in 2004 presented by L'Tur Germany
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Company Name

F&B

Certifications/Awards/Recognition

Ceylon Cold Stores

Keells Food Products Limited

Keells Restaurants Ltd

IT

ISO 9001:2000

HACCP

Sri Lanka National Quality Award - Winner 2003

National Food Award for Soft Drinks 2004/ 05

National Icon Award for Most Preferred Brand — Foods Category 2005

Sri Lanka’s Most Valuable F&B Brand and second overall in terms of brand power as listed by LMD

ISO 9001:2000

HACCP

SLS 1218

Club MilleniYum Award 2004/05 for Kandy Pizza Hut Outlet, 2003/04 for Dehiwazla Pizza Hut Outlet

Club Elite Award — 2004/05 Wattala Pizza Hut Outlet

Best RGM Awards 2004/05

Keells Business Systems Limited
John Keells Qffice Automation
John Keells Computer Services
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ISO 9001: 2000

ISO 9001:2000

IS0 9001: 2000

Natignal Best Quality Software Award 2004 — Gold Award for R&D

National Best Quality Software Award 2004 — Branze Award for best Overall Product

National Best Quality Software Award 2004 — Silver Award for best Industrial Product

CMM Level 3 (2005)
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The Directors have pleasure in presenting the 27th Annual Report of your
Company together with the audited Financial Statements of John Keells
Holdings Ltd, and the audited Consolidated Financial Statements of the
Group for the year ended 31 March 2006.

PRINCIPAL ACTIVITIES

John Keells Holdings Ltd, the Group's holding Company, manages a
portfolio of holdings consisting of a range of diverse business operations,
which together constitute the John Keells Group, and provides function
based services to its subsidiaries and associates.

The companies within the Group and its business activities are described
in the Group Directory on pages 169 and 170 of this report.

REVIEW OF BUSINESS SEGMENTS

A review of the financial and operational performance and future
business developments of the Group, sectors, and its business units are
described in page 37 of the Management Discussion and Analysis
Section of the Annual Report. Thase reports tagether with the audited
Financial Statements reflect the state of the affairs of the Company and
the Group.

Segment wise contribution to Group Results, Assets and Liabilities is
provided in Note 34 to the Financial Statements on pages 152 and 153.

During the year under review, the Group acquired a controlling interest in
Yala Village (Pvt) Ltd. and divested its investments in Keells Plantation
Management Services (Pvt) Ltd the holding company of Namunukula
Plantations Ltd. Further, InfoMate (Pvt) Ltd. and JK Capital (Pvt) Ltd. were
formed during the year.

Consequent to the merger of Nations Trust Bank {NTB) with Mercantile
Leasing Ltd. {MLL}, MLL ceased to exist as at 31 December 2005. Prior to
the merger, the Group disposed part of its investment in MLL and the
balance was swapped for NTB shares thus increasing the Group's stake
in NTB by 4.91% to 29.9%.

The merger of P&0 Nedlloyd with Maersk International in January 2006
resulted in the Group acquiring a 30% stake in the merged entity, Maersk
Lanka Ltd. This has been accounted as an Associate of the Group.

REVENUE

Revenue generated by the Company amounted to Rs. 544 mn
(2005 - Rs. 444 mn), whilst Group Revenue excluding the Share of Associate
Company Revenue amounted to Rs. 29,927 mn (2005 - Rs. 23,646 mn).
Contribution to Group Revenue, from the different business segments is
provided in Note 34 to the Financial Statements on pages 152 and 153.

RESULTS AND APPROPRIATIONS

The Profit After Tax of the Holding Company was Rs. 1,752 mn
(2005 - Rs. 2,592) whilst the Group Profit Attributable to Shareholders for
the year was Rs. 3,050 mn (2005 - Rs. 2,277 mn}. Of this, Rs. 500 mn
(2005 - Rs. 1,015 mn) has been transferred to General Reserve.

Results of the Company and of the Group are given in the Income
Statement on page 112.

The Directors recommend a Final Dividend of Rs. 1.00 {2005 - Rs. 1.00)
per share for the year. This together with the Interim Dividends of
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Rs. 2.00 (2005 - Rs. 2.00) per share paid on 25 November 2005 and 24
March 2006 respectively, results in a total Dividend pay out of Rs. 3.00
(2005 - Rs. 3.00) per share for the year amounting to Rs. 1,193 mn
(2005 - Rs. 1,027 mn).

Subject to approval by the shareholders the Final Dividend will be paid
on 30 June 2006 to shareholders on the register on 13 June 2006.

Detailed description of the Results and Appropriations are given below.

For the year ended 31 March 2006 2005
In Rs. '000s

Profit earned before Interest after providing
for for all known Liabilitiss, Bad and
Doubtful Debts and Depreciation on
Property, Plant and Equipment

Interest Paid

3457413 2,679,160
(525,339)  403,903)

2,932,074 2,275,257
193,784 42,922
226,645 -

Profit on Sale of Investments
Change in Fair Value of Investment Property

Profit of the Company
and Subsidiaries
Share of Profits of Associate Companies

3,352,503 2,318,179
957,958 832,856

Profit Before Tax
Provision for Taxation including Deferred Tax

Net%Proﬂt After Tax
Profit Attributable to Minority Shareholders

Surplus arising from Extra-Ordinary Item

4,310,461 3,151,035
(818,841)  (845517)

13491620 2,505,518

(441,480)  (413,692)
185,427

Amount available to the Group's Shareholders
Other Adjustments including

investment Property
Balance brought forward from the

previous year

3,050,140 2,277,253
1 1,303,170 84,661

2,658,148 2,756,630

7,011,458 . 5,118,544
(500,000) (1,015,074)
{417,825)

6,511,458 3,685,645

The amount available for appropriation
Transfers to General Reserve
Transfers to Dividend Reserve

1st Interim Dividend of 10% {2005 - 10%)

paid out of Dividends received (399,983} (297,937}
2nd Interim Dividend of 10% (2005 - 10%)

paid out of Dividends received {399,470) (331,532}
Final Dividend Proposed of 10 % (2005 - 10%)

out of Dividends received™ (398,028)

{400,007}

Balance to be carried forward to next year  © 5,712,005 3,056,176

*The Final Dividend proposed for this financial year has not been recognised as
at the Balance Sheet date in compliance with SLAS 12 (revised 2001) - Events
after the Balance Sheet Date.

DONATIONS

Total donations made by the Company and Group during the year
amounted to Rs. 18.6 mn (2005 - Rs. 19.6 mn) and Rs. 29.8 mn
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(2005 - Rs. 23.2 mnl, respectively, of which donations to Approved
Charities were Rs. 0.2 mn {2005 - Rs. 1.5 mn) at Company and Rs. 1.8 mn
(2005 Rs. 1.5 mn) at Group.

The John Keells Social Responsibility Foundation, established and
operated with funds contributed by each of the companies in the Group,
handles most of the Group’s Corporate Social Responsibility (CSR)
initiatives and activities. A range of programmes, which underpin its key
principle of acting responsibly in all areas of business has been initiated
by the Foundation. The CSR initiatives including completed and on-going
projects are detailed in the Sustainability Report on page 87.

In quantifying the Group’s contribution to charities no account has been
taken of ‘in-house’ costs or management time.

PROPERTY, PLANT AND EQUIPMENT

The Book Value of Property, Plant and Equipment as &t the Balance Sheet
date amounted to Rs. 343 mn (2005 - Rs. 748 mn) and Rs. 20,112 mn
{2005 - Rs. 20,018 mn) for the Company and Group, respectively. During
the year, Property, Plant and Equipment amounting to Rs. 2,632 mn were
disposed at a Group level, mainly as a result of companies being divested
from the Group.

Capital expenditure for the Company and Group amounted to Rs. 60 mn
(2005 - Rs. 230 mn) and Rs. 4,262 mn (2005 - Rs. 2,312 mn), respectively.

Details of Property, Plant and Equipment and their movements are given
in Note 12 to the Financial Statements on page 134.

MARKET VALUE OF PROPERTIES

Land and buildings owned by Group companies, other than of Asian
Hotels and Properties Ltd. and Rajawella Hotels Ltd, which were re-
valued on 31 December 2003 and 31 March 2005, respectively, were last
re-valued during the financial year 2002/03.

This year, all properties classified as Investment Property were valued in
accordance with the requirements of SLAS 40 (2003). The carrying value
of Investment Praperty of the Company and Group amounted to Rs. 800
mn and Rs. 2,467 mn respectively. An amount of Rs. 88 mn and Rs. 227
mn has been recognised in the Income Statement by the Company and
Group, respectively on account of the change in the fair value of
Investment Property during the year.

Investment Properties significantly occupied by Group companies are
classified as Property, Plant and Equipment in compliance with SLAS 40
(2003}, and a ravaluation surplus of Rs. 1,256 mn has been recognised in
the Consolidated Financial Statements on the valuation of these
properties.

Details of the revaluation of Property, Plant and Equipment and
Investment Property are provided in Notes 12.4 and 15 to the Financial
Statements on pages 135 and 142, respectively.

The Real Estate Portfolio of the Group as at 31 March 2006 is disclosed
in pages 167 and 168.

INVESTMENTS
investments of the Company and the Group in Subsidiaries, Joint
Ventures and other External Investments amounted to Rs. 14,617

(2005 - Rs. 14,688 mnj and Rs. 3,707 mn {2005 - Rs. 2,775 mn),
respectively. Oetailed description of the Long Term Investments held as
at the Balance Sheet date are given in Note 14 to the Financial
Statements on pages 138 to 142.

SHARE CAPITAL

The total Issued Share Capital of the Company as at 31 March 2006 was
Rs. 4,000 mn (2005 - Rs. 3,316 mn), subsequent to a Bonus issue of 1
Ordinary Share for every 5 Ordinary Shares granted to Shareholders in
June 2005.

The Ordinary Share Capital comprises 399,155,095 Ordinary Shares, with
a par value of Rs. 10/- each and 425,949 Global Depository Receipts
(GDRs} with each GDR representing two Ordinary Shares.

Options in respect of 2,035,682 shares {2005 - 1,532,336 shares) were
exercised during the year under the Employes Share Qption Plan, for a
total purchase consideration of Rs. 110 mn (2005 - Rs. 91 mn).

Pages 33 and 35 of this report describes the details of the distribution
and composition of Shareholders.

SHARE INFORMATION
Information relating to Earnings, Dividend, Net Assets, Market Value per
Share and Share Trading is given on pages 32 to 36

MAJOR SHAREHOLDERS
Details of the twenty largest Shareholders of the Company and the
percentages held by each of them are disclosed in page 35 of this report.

RESERVES

Total reserves as at 31 March 2006 for the Company and Group
amounted to Rs. 10,189 mn {2005 - Rs. 9,848 mn) and Rs. 18,945
(2005 - Rs. 15,499 mn), respectively.

The movement and composition of the Capital and Revenue reserves is
disclosed in The Statement of Changes in Equity on pages 116 and 117.

DIRECTORS
The Board of Directors of the Company as at 31 March 2006 and their
brief profiles are given on pages 12 to 14 of this report.

Mr V Lintotawela - Chairman, retired from the Board with effect from
31 December 2005 and Mr S C Ratnayake was appointed as Chairman on
1 January 2006.

In accordance with Article 84 of the Articles of Association of the
Company, Messrs A D Gunewardena and J R F Peiris retire by rotation
and being eligible offer themselves for re-election, and in terms of
Article 91 of the Articles of Association Messrs S Enderby and M Muhsin
retire and offer themselves for re-election.

Mr. N C Vitarana has informed the Company that he will not be making
himself available for re-election.

BOARD COMMITTEES
The following members serve on the Board Audit, Remuneration and
Nomination Committees;
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Audit Committee

Mr N C Vitarana - Chairman
Mr E F G Amerasinghe

Mr S Easparathasan

Remuneration Committee

Mr E F G Amerasinghe - Chairman
Mr S Easparathasan

Mr N C Vitarana

Nominations Committee

Mr S Easparathasan - Chairman
Mr E F G Amerasinghe

Mr T Das

Mr S C Ratnayake

Mr N C Vitarana

DIRECTORS' SHAREHOLDINGS
Shareholdings of the Company Directors and their spouses, in the listed
companies of the Group, as at 31 March 2006 are as follows:

John Keells Holdings Ltd.

S C Ratnayake - 2,030,415 (2005 - 1,692,013}

A D Gunewardene - 2,533,465 (2005 - 2,111,222)
G S A Gunesekera - 936,287 {2005 - 789,765)

J R F Peiris - Nil {2005 - Nil)

E F G Amerasinghe - 2,640 (2005 - 2,200

S Easparathasan - Nil {2005 - Nil)

T Das - Nil {2005 - Nil)

N C Vitarana - 3,000 (2005 - Nil)

M V Muhsin - 23,319 {2005 - Nil}

Ceylon Cold Stores Ltd.

S C Ratnayake - 760 (2005 - 760}

A D Gunewardene - 7,000 (2005 - 7,000}
G S A Gunesekera - 3,812 (2005 - 3,812)
J R F Peiris - 150 {2005 - 150)

John Keells Hotels Ltd.

S C Ratnayake - 25,582 {2005 - 25,582}
A D Gunewardene - 6,249 (2005 - 6,249)
G S A Gunesekera - 3,821 (2005 - 3,821)

EMPLOYEE SHARE OPTION PLAN

Keells Food Products Ltd.
S C Ratnayake - 2,500 (2005 - 2,500
G S A Gunesekera - 1,666 (2005 - 1,666)

Nations Trust Bank Ltd.
A D Gunewardene - 1,116,111 (2005 - 116,111)
G S A Gunesekera - 2,720 (2005 - 2,720)

Tea Smallholder Factories Ltd.
G S A Gunesekera - 1,000 (2005 - 1,000)

Trans Asia Hotels Ltd.

S C Ratnayake - 100 {2005 - 100)

A D Gunewardene - 100 (2005 - 100)
G S A Gunesekera - 100 (2005 - 100)
J R FPeiris - 100 (2005 - 100)

Union Assurance Ltd.
A D Gunewardene - 2,498 (2005 - 2,498)

Nominee holdings of Directors’ in Group companies have not been
inciuded in any of the above shareholdings.

Options available under the Employee Share Option Plan of John
Keells Holdings Ltd.*

S C Ratnayake - 1,086,370 (2005 - 676,142)

A D Gunewardene - 1,051,370 (2005 - 678,142}

G S A Gunesekera - 776,800 {2005 - 676,142)

J R F Peiris - 563,800 (2005 - 299,000)

{* Includes the 2nd Award of Plan 3}

EMPLOYEE SHARE OPTION PLAN

The current Employee Share Option Plan consists of the Second and
Third Plans approved by the Sharehalders on 29 June 2001 and 28 June
2004 respectively.

Under the Second Plan, the Company was authorized to issue up to five
per cent of the Issued Share Capital, with an annual limit of up to two
per cent, of non-transferable Call Share Options. Options granted under
this plan have to be exercised within five years of such grant. Under the
Third Plan, the Company was authorised to issue up to five per cent of
the Issued Share Capital within an annual limit of up to two per cent of

'Outstandmg i~:Current:

— **Price

* As at 31 March 2006

115,896,639 |~

PLAN 2 ; !

Award 1 10.10.2001 | 3670000 | 03102008 | 3650 | 4890374 | 3308433 | 85727 | 896754| 2648

Award 2 12112002 | 3728580 | 11112007 | 7600 | 5809992 | 3679893 | 91274 | 2038825  47.41

Award 3 23012004 | 2,994,209 | 22012009 | 10425 | 368,08 | 1082089 | 98182 | 2687857 | 7838
L | 103w | JameBA7a | 8E704s5 | 274863 | 5E3A%|

PLAN 3 } ! | |

Award 1 29.03.2005 ”'5’5"03 850 | 28032010 | 216420 | 6,388 zoo) 11333

—-

Total

o Ad/usted for Bonus and R/gms /ssues




non-transferable Call Share Options. Whilst the options granted under
this Plan have to be exercised within five years of such grant, the
minimum period holding condition originally attached to Award 1 of this
Plan was removed with effect from 31 March 2006. A Second Award
under this Plan was made on the 10 April 2005.

Details of the options granted, options exercised, the grant price and the
options cancelled/ outstanding as at the date of the Dirsctors’ Report
have been tabulated as shown in page 108.

DIRECTORS' INTERESTS IN CONTRACTS

Directors’ Interests in Contracts of the Company are disclosed in Note 35
. to the Financial Statements on page 154 and have been declared at
meetings of the Directors.

The Directors have no Direct or Indirect Interest in any other Contract or
Proposed Contract of the Company.

EMPLOYMENT

The Group has an equal opportunity policy and these principles are
enshrined in specific selection, training, development and promotion
policies, ensuring that all decisions are based on merit. The Group
practices equality of opportunity for all employees irrespective of ethnic
origin, religion, political opinion, gender, marital status or physical
disahility. Employee ownership in the Company is facilitated through the
Employee Share Option Plan.

The Group follows the "Great Places to Work” (GPTW) model and the
status of this is detailed in the Employees’ Section of the Social
Responsibility Report on pages 90 to 92.

The number of persons employed by the Company and Group as at 31
March 2006 was 190 {2005 - 197) and 9,815 {2005 - 18,891), respectively.

SUPPLIER POLICY

The Group applies an overall policy of agreeing and clearly
communicating terms of payment as part of the commercial agreements
negotiated with suppliers, and endeavars to pay for all items properly
charged in accordance with these agreed terms.

As at 31 March 2006 the Trade and Other payables of the Company and
Group amounted Rs. 203 mn {2005 - Rs. 77 mn) and Rs. 4,934 mn
{2005 - Rs. 4,976 mn), respectively.

ENVIRONMENTAL PROTECTION

The Group endeavors to comply with the relevant environmental laws,
regulations and best practices applicable in the country of operation.

A summary of selected Group activities in the above area is contained in
the Sustainability Report on pages 94 and 95.

RESEARCH AND DEVELOPMENT

The Group has an active approach to Research and Development and
recognises the contribution that it can make to the Group’s operations.
Significant expenditure has taken place over the years and substantial
efforts will continue to be made to introduce new products and
processes and develop existing products and processes to improve
operational efficiency.

STATUTORY PAYMENTS

The Directors confirm that to the best of their knowledge, all taxes,
duties and levies payable by the Company and its Subsidiaries, all
contributions, levies and taxes payable on behalf of, and in respect of the
employees of the Company and its Subsidiaries, and all other known
statutory dues as were dus and payable by the Company and its
Subsidiaries as at the Balance Sheet date have been paid or, where
relevant provided for, except as specified in Note 37 to the Financial
Statements on pages 154 and 155, covering Contingent Liabilities.

EVENTS OCCURRING AFTER THE BALANCE SHEET DATE

There have been no events subsequent to the Balance Sheet date, which
would have any material effect on the Company or on the Group other
than those disclosed in Note 40 to the Financial Statements on page 156.

GOING CONCERN

The Directors are satisfied that the Company, its Subsidiaries and
Associates, have adequate resources to continue in operational
existence for the foreseeable future, to justify adopting the Going
Concern basis in preparing these Financial Statements.

AUDITORS

Messrs Ernst & Young, Chartered Accountants, are willing to continue as
Auditors of the Company, and & resolution proposing their re-
appointment will be tabled at the Annual General Meeting.

The Audit Committee reviews the appointment of the Auditor, its
effectiveness and its relationship with the Group, including the level of
audit and non-audit fees paid to the Auditor. Further details on the work
of the Auditor and the Audit Committee are set out in the Audit
Committee Report on pages 27 and 28.

ANNUAL REPORT

The Board of Directors approved the Consolidated Financial Statements
on 24 May 2006. The appropriate number of copies of this report will be
submitted to the Colombo Stock Exchange and to the Sri Lanka
Accounting and Auditing Standards Monitoring Board on 1 June 2006.

ANNUAL GENERAL MEETING

The Annual General Meeting will be held at the Ceylon Chamber of
Commerce, Nawam Mawatha, Colombo 2, on Friday, 30 June 2006 at
10.00 a.m. The notice of the Annual General Meeting appears on
page 172.

By Order of the Board
Keells Consultants Ltd.
Secretaries

24 May 2006
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The respansibility of the Directors, in relation to the Financial
Statements, is set out in the following statement. The responsibility of
the Auditors, in relation to the Financial Statements, is set out in the
Report of the Auditors on page 111.

As per the provisions of the Companies Act No. 17 of 1982, the Directors
are required to prepare for each financial year and place before a general
meeting financial statements, which comprise -

* an Income Statement, which presents a true and fair view of the
profit and loss of the Company and its Subsidiaries for the financia!
year; and

e aBalance Sheet, which presents a true and fair view of the state of
affairs of the Company and its Subsidiaries as at the end of the
financial year, and which comply with the requirements of the Act.

The Directors are required to ensure that, in preparing these Financial
Statements:

¢ the appropriate accounting policies have been selected and applied
in a consistent manner and material departures, if any have been
disclosed and explained;

* all applicable Accounting Standards, as relevant, have been
followed;

¢ judgements and estimates have been made which are reasonable
and prudent.

The Directors are also required to ensure that the Company has adequate
resources to continue in operation to justify applying the going concern
basis in preparing these Financial Statements.

Further, the Directors have a responsibility to ensure that the Company
maintains sufficient accounting records to disclose, with reasonable
accuracy the financial position of the Company and of the Group, and to
ensure that the Financial Statements presented comply with the
requirements of the Companies Act.

The Directors are also responsible for taking reasonable steps to
safeguard the assets of the Company and of the Group and in this regard
to give proper consideration to the establishment of appropriate internal
control systems with a view to preventing and detecting fraud and other
irregularities.

The Directors are required to prepare the Financial Statements and to
provide the Auditars with every oppartunity to take whatever steps and
undertake whatever inspections they may consider to be appropriate to
enable them to give their Audit Opinion.

The Diractors are of the view that they have discharged their
responsibilities as set out in this statement.
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Compliance Report

The Directors confirm that to the best of their knowledge, all taxes,
duties and levies payable by the Company and its Subsidiaries, all
contributions, levies and taxes payable on behalf of and in respect of the
Employees of the Company and its Subsidiaries, and all other known
statutory dues as were due and payable by the Company and its
Subsidiaries as at the Balance Sheet date have been paid or, where
relevant provided for, except as specified in Note 37 to the Financial
Statements covering Contingent Liabilities.

By Order of the Board
Keells Consultants Limited
Secretaries

24 May 2006




E!’ERNST& YOUNG m Charrered Accountants ® Telephone : (0) 11 2436500

201 De Saram Place Fax Gen : (0)11 2697369
P. O. Box 101 Tax : (0)11 5578180
Colombo 10 E-Mail : eysl@lk.ey.com
Sri Lanka

TO THE MEMBERS OF JOXHN KEELLS HOLDINGS LIRITED

We have audited the Balance Sheet of John Keells Holdings Limited as at March 31, 2008, the Consolidated Balance Sheet of the Company and
its Subsidiaries as at that date, and the related Statements of Income, Cash Flows and Changes in Equity for the year then ended, together with
the Accounting Policies and Notes as set out on pages 118 to 156.

Respective Responsibilities of Directors and Auditors
The Directars are respaonsibie for preparing and presenting these Financial Statements in accordance with the Sri Lanka Accounting Standards.
Our responsibility is to express an opinion on these Financial Statements, based on our audit.

Basis of Opinion

We conducted our audit in accordance with the Sri Lanka Auditing Standards, which require that we plan and perform the audit to obtain
reasonable assurance whether the said Financial Statements are free of material misstatements. An audit includes, examining on a test basis,
evidence supporting the amounts and disclosures in the said Financial Statements, assessing the accounting principles used and significant
estimates made by the Directors, evaluating the overall presentation of the Financial Statements, and determining whether the said Financial
Statements are prepared and presented in accordance with the Sri Lanka Accounting Standards. We have obtained all the information and
explanations, which to the best of our knowledge and belief were necessary for the purposes of our audit. We therefore believe that our audit
provides a reasonable basis for our opinion.

Opinion

In our opinion, so far as appears from our examination, the Company has maintained proper books of account for the year ended March 31, 2006
and to the best of our information and according to the explanations given to us, the said Balance Sheet and related Statements of Income, Cash
Flows and Changes in Equity and the Accounting Policies and Notes thereto, which are in agreement with the said books, have been prepared
and presented in accordance with the Sri Lanka Accounting Standards, provide the information required by the Companies Act No. 17 of 1982
and give a true and fair view of the Company's state of affairs as at March 31, 2006 and its profit and cash flows for the year then ended.

In our opinion, the Consclidated Balance Sheet and Statements of Income, Cash Flows and Changes in Equity and the Accounting Policies and
Notes thereto have been properly prepared and presented in accordance with the Companies Act No. 17 of 1982 and the Sri Lanka Accounting
Standards, and give a true and fair view of the state of affairs as at March 31, 2006 and the profit and cash flows for the year then ended of the
Company and its Subsidiaries dealt with thereby, so far as concerns the members of the Company.

Directors” Interests in Contracts with the Company
According to the information made available to us, the Directars of the Company were not directly or indirectly interested in contracts with the
Company during the year ended March 31, 2006 except as stated in Note 35 to these Financial Statements.

¢£)Mv 9 v
Colombo

24 May 2006

&8 Partners : A D B Talwatre FCA FCMA T K Bandaranayake FCA M P D Cooray ACA FCMA
Ms. Y A De Silva ACA W R H Fernando FCA FCMA A P A Gunasekera FCA FCMA
A Herath FCA D K Hulangamuwa ACA FCMA LLB (Lond) A SM Ismail ACA FCMA
H M A Jayesinghe ACA FCMA Ms. G G S Manatunga Ms. L C G Nanayakkara FCA FCMA
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Group Company
For the year ended 31st March 2006 2005 2006 2005
in As. '000s Page Nao. Note
Revenue 126 1 29,926,893 23,646,109 544,149 444 519
Cost of Sales (21,233,141} (16,452,125) (223,778} (155,054
Gross Profit 8,693,752 7,193,984 320,371 289,465
Dividend Income 126 2 45,031 28,878 2,163,569 1,445,323
Other Operating Income 127 3 436,224 426,897 14,217 13,102
Administrative Expenses (3,397,397 (3,097,487) {728,696) (354,839)
Distribution Expenses (1,320,146) (1,023,904) - -
Other Operating Expenses 127 4 (998,993} (806,286) (99,685) {108,507
Profit from Operating Activities 127 5 3,458,471 2,722,082 1,669,776 1,286,544
Finance Expenses 127 6 (525,339) {403,903} (283,833 {204,258)
Change in Fair Value of Investment Property 142 15 226,645 88,472
Share of Associate Company Profits 957,958 832,856
Profit on Restructuring 1,533,201
Profit on Sale of Non-Current Investments 128 7 192,726 301,777
Profit Before Tax 4,310,461 3,151,035 1,776,192 2,815,487
Tax Expense 128 8 (818,841) (645,517} (24,226) (23,335}
Profit After Tax 3,491,620 2,505,518 1,751,966 2,592,152
Minority Interest {441,480) (413,692}
Profit from Ordinary Activities 3,050,140 2,091,826 1,751,966 2,592,152
Extra-Ordinary item 132 9 - 185,427
Net Profit for the Year 3,050,140 2,277,253 1,751,966 2,592,152
Rs. Rs. Rs. Rs.

Basic Earnings Per Share

Before Extra-Ordinary Item 133 10 7.63 .24 438 6.50

After Extra-Ordinary ltem 133 10 7.63 57 4,38 6.50
Diluted Earnings Per Share

Before Extra-Ordinary ltem 133 10 154 521 4.33 6.46

After Extra-Ordinary ltem 133 10 754 567 4.33 6.46
Dividend Per Share 133 (] 3.00 3.00 3.00 3.00

Figures in brackets indicate deductions.

The Accounting Policies and Notes from pages 118 to 156 form an integral part of these Financial Statements

24 May 2006
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. Grow Company
As at 31st March 2006 2005 2006 2005
In Rs. '000s Page No. Note
ASSETS
Non-Current Assets
Property, Plant and Equipment 134 12 20,112,184 20,017,707 349,362 748,414
Intangible Assets 137 13 621,880 939,750 - -
Investments in Subsidiaries and Joint Ventures 138 14 35,726 5,565 12,856,697 13,155,861
Investments in Associates 138 14 3,540,289 2,626,499 1,665,947 1437722
Other Investments 138 14 124,928 142795 94,507 94,507
Investment Property 142 15 2,467,446 - 800,000 -
Other Non-Current Assets 143 16 1,079,966 2,378,923 65,906 92,601
27,982,419 26,111,239 15,832,419 15,529,105
Current Assets
Inventories 143 17 2,083,443 1,642,760 874 917
Trade and Other Receivable 143 18 5,263,606 6,428,555 339,256 473,368
Amounts Due from Related Parties - - 185,831 361,970
Short Term Investmeants 143 19 2,537,728 3,030,419 - 12,500
Cash in Hand and at Bank 1,593,228 2,486,878 160,157 119,352
11,478,005 13,588,612 686,118 968,107
Total Assets 39,460,424 39,699,857 16,518,537 16,497,212
EQUITY AND LIABILITIES
Capital and Reserves
Share Capital 144 20 4,000,070 3,316,333 4,000,070 3,316,333
Capital Reserves 144 21 8,201,695 7,894,284 5,205,203 6,063,337
Revenue Reserves 145 22 10,742,949 7,605,189 4,983,697 3,784,829
Shareholders’ Funds 22,944,114 18,815,806 14,188,970 13,164,499
Minority Interest 145 23 3,666,132 3,715,890
Non-Current Liabilities
Negative Goodwill 146 24 1,046,522 1,319,754
Non-Interest Bearing Borrowings 146 25 15,000 15,000 - -
Interest Bearing Barrowings 146 26 2,043,865 2,786,288 600,000 764,974
Deferred Tax Liabilities 149 27 300,679 274,736 - -
Retirement Benefit Obligations 149 28 624,473 752,670 73,834 68,477
Other Deferred Liabilities 150 29 5,397 112,413 - -
Other Non-Current Liabilities 336,827 268,669 - -
4,372,783 5,529,530 673,834 833,451
Current Liabilities
Trade and Other Payables 150 30 4,994,196 4,976,450 203,408 76,869
Provisions 151 31 1,737 2,292 - -
Amounts Due to Related Parties - - 4270 31,961
Income Tax Liabilities 151 32 212,484 356,513 30,519 17,519
Short Term Borrowings 151 33 967,020 3,608,256 500,000 1,632,400
Current Portion of Non-Interest Bearing Borrowings 146 75 20,000 20,000 - -
Current Portion of Interest Bearing Borrowings 146 26 445,015 655,012 164,974 165,157
Bank Qverdrafts 1,836,363 2,020,102 752,562 575,356
8,476,815 11,638,625 1,655,733 2,499,262
Total Equity and Liabilities 39,460,424 39,699,857 16,518,537 16,497,212

The Board of Directors is respansible for the preparation and presentation of these Financial Statements.
Signed for and on behalf of the Board by,

L"uﬂ”L Mot

S.C. Ratnayake J.R.F. Peiris
Chairman Group Finance Director

Figures in brackets indicate deductions.
The Accounting Policies and Notes from pages 118 to 156 form an integral part of these Financial Statements.
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Group Company

For the year ended 31st March Note 2006 2005 2006 2005
In Rs. '000s
CASH FLOWS FROM QPERATING ACTIVITIES .
Operating Profit Before Working Capital Changes A 4,471,204 3,803,143 1,819,633 1,407,486
{Increase)/Decrease in Inventories (605,983) (190,103} 43 (433}
{Increase)/Decrease in Receivables and Prepayments (943,241) (224,037) 343,754 (37,550}
(Increase)/Decrease in Other Non-Current Assets (156,832) {105,096) - -
Increase/{Decrease) in Creditors and Accruals 476,924 1,507,237 98,848 (110,875}
Cash Generated from Operations 3,242,072 4,791,144 2,262,278 1,258,628
Interest Received 186,391 184,051 - -
Finance Expenses Paid (525,339) {403,903) {283,833) (204,258)
Dividend Received 676,071 650,466 - -
Tax Paid (852,652) {529,937) {29,979) {11,649)
Gratuity Paid (62,227} {72,167) (14,729) (7,155)
Net Cash Flow from Operating Activities 2,664,316 4,619,654 1,933,737 1,035,566
CASH FLOWS FROM / (USED IN} INVESTING ACTIVITIES
Purchase and Construction of Property, Plant and Equipment (4,038,278) (2,291,809} (58,082) (230,154)
Addition to investment Property (13,875) - (1,540} -
Purchase of Investments (32,661) (29,670) -
Acquisition of Subsidiary B {175,864} {761,618} {290,760) -
Increase in Interest in Subsidiaries (1,859} {1,627,503) (147,147} (2,367,526)
Increase in Interest in Associates {15,989) - (228,076) -
Proceeds from Sale of Praperty, Plant and Equipment 147,913 197,470 14,483 3.0
Proceeds from Sale of Non-Current Investments C 1,273,851 - 966,373 -
Proceeds from Sale of Other Investments 4,996 16,512 19,713 46,773
Addition to Intangible Assets (574) - - n
Grants Received for Investing Activities 4,460 14,298
Net Cash Flow from / (used in) Investing Activities (2,847,880) (4,482.420) 275,564 (2,547,8786)
CASH FLOWS FROM / (USED IN) FINANCING ACTIVITIES
Proceeds from issue of Shares - Company 110,141 90,635 110,141 90,635
Dividend Paid to Equity Holders of Parent {1,197,481) {1,075,253) (1,197,481) {1,075,253)
Net Dividend Paid to Minority Shareholders (234,469) (283,819) - -
Long Term Borrowings - Related Parties - - 26,695 32,723
Proceeds from Long Term Borrowings 1,617,800 685,738 - 200,000
Repayment of Long Term Borrowings (702,994) {713,326} {165,157) (179,120)
Proceeds from/{Repayment of} Shart Term Borrowings {Net} (620,358) 1,567,455 {1,132,400} 1,632,400
Net Cash Flow from / (used in) Financing Activities (1,027,361) 271,430 (2,358,202) 701,385
Cost Incurred due to Tsunami (106,402) -
Insurance Proceeds 510,837 -
NET INCREASE / (DECREASE) IN CASH AND CASH EQUIVALENTS (1,210,925) 812,899 (148,901) (810,925)
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE YEAR 3,505,518 2,684,296 (443,504) 367,421
CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 2,294,593 3,497,185 (592,405) (443,504
Analysis of Cash and Cash Equivalents
Favourable Balances

Cash and Bank 1,593,228 2,486,878 160,157 119,352

Short Term {nvestments 2,537,728 3,030,419 - 12,500
Unfavourable Balances

Bank Overdrafts (1,836,363) {2,020,102) (752,562) {575,356)
Total Cash and Cash Equivalents as Previously Reported 2,294,593 3,497,195 (592,405) (443,504)
Effect of Exchange Rate Changes - 8,323 - -
Cash and Cash Equivalents Restated 3,505,518 (592,405} {443,504)

Figures in brackets indicate deductions.

2,294,593

The Accounting Policies and Notes from pages 118 to 156 form an integral part of these Financial Statements.
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B Acquisition of Subsidiary

o—
o Group Company

For the year ended 31st March 2006 2005 2006 2005

in Rs. '000s

A Qperating Profit Before Working Capital Changes

Profit Before Tax 4,310,461 3,151,035 1,776,192 2,615,487
Adjustments for:
Interest Income (186,391) {184,051) - -
Finance Expenses 525,339 403,903 283,833 204,258
Dividend Income (45,031) (28,878) - -
Share of Associate Company Profits (957,958) (832,856} - -
Depreciation of Property, Plant and Equipment 1,083,459 1,074,559 96,593 38.005
{Profit)/Loss on Sale of Non-Current Investments (192,726 - {301,777) -
{Profit)/Loss on Sale of Property, Plant and Equipment (10,006} (5,765) (4,086) 266
(Profit)/Loss on Sale of Other Investments (1,058) (42.922) (3.993) (12.,844)
Profit on Restructuring - - - (1,533,207)
Change in Fair Value of Investment Properties {226,645) - (88,472)
Provision for Fall in Value of Investments - - 41,257 78,904
Amortisation of Goodwill on Consolidation {(Net) (8,643) 415 - -
Negative Goodwill on Acquisition of Associates (25,903) - -
Unrealised Profits on Share Brokerage (2,871) 5,361 - -
Gratuity Provision 144,792 183,407 20,086 16,611
Amortisation of Other Deferred Liabilities (3,422) (5,225) - -
(Profit)/Loss due to Change in Holding {8,204) -
{Gain)/Loss on Foreign Exchange (8,323) - -
Amortisation/Depreciation of Other Non-Current Assets 84,334 83,160 -
3,803,143 1,819,633 1,407,486

4,471,204

The Fair Value of Assets acquired and Liabilities assumed of Yala Village (Pvt} Ltd. were as follows.

Property, Plant and Equipment
Other Non-Current Assets
Inventories

Trade and Cther Receivables
Cash and Cash Equivalents
Trade and Other Payables
Retirement Benefit Cbligations

Total Net Assets
Minority Interest
Goodwill on Consolidation

Cash Consideration Paid on Acquisition of Subsidiary
Cash and Cash Equivalents Acquired

Net Cash Outflow on Acquisition of Subsidiary

206,000
93,750
2,051
10,600
(864)
{122,194}
{308)

189,035

{17,395}
3,360

175,000

864

175,864

Yala Village (Pvt) Ltd. contributed Rs. 50.9 mn and Rs. 4.9 mn to Group Revenue and PBT respectively from the date of its aquisition up to the

Balance Sheet date.

Disposal of Subsidiaries

The Fair Value of Net Assets disposed of Keells Plantation Management Services (Pvt) Ltd., Namunukula Plantations Ltd., Mercantile Leasing Ltd.

and P&O Nedlloyd Keells {Pvt) Ltd. were as follows.

Property, Plant and Equipment
Other Investments

Other Non-Current Assets
Inventories

Trade and Other Receivables
Interest Bearing Borrowings
Retirement Benefit Obligations
Other Deferred Liabilities
Trade and Other Payables
income Tax Liabilities

Short Term Borrowings

Cash and Cash Equivalents

Total Net Assets

Minority Interest

Unamortised Goodwill/Negative Goodwill
Investments in Associates

Profit/{Loss) on Disposal of Subsidiaries

Cash Consideration Received on Disposal of Subsidiaries
Cash and Cash Equivalents Disposed

Net Cash Inflow on Disposal of Subsidiaries
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2,493,984
16,427
1,901,894
167,351
1,993,314

(1 867 226

)
1,070}
(108 054)
{548,909)
{21,722

{2,020,880)
(732,839)

1,062,270
{396,559)
108,086
(425,511)
192,726

541,012

732,839

1,273,851




P T

Global Re- Exchange Other Other
Share  Depository Share valuation  Translation Capital Revenue  Accumulated Shareholders'

in Rs. 0005 Capital Receipts Premium Reserve Reserve Reserves Reserves Profit Funds
As at 1 April 2004 2,994,364 6,454 6,003,683 1,251,618 220,390 420,390 3,128,309 3,202,414 17,227,622
Currency Translation Differences 22,203 22,203
Net Gain/{Loss) Recognised Directly in Equity

Surplus on Revaluation 14,427 - - - 14,427

Disposals and Changes in Holding (5,481)  (29,662) 93) {12,195 87,261 39,830

Associate Company Share of Net Assets - 305584 - (42,179} 263,405

Retirement / Impairment of Assets (82,238) {1,657} 39,579 (44,316
Net Profit for the Year 2,277,253 2,277,253
Final Dividend Paid - 2003/04 (445,784)  (445,784)
Interim Dividend Paid - 2004/05 (629,469)  (629,469)
Reserved during the year

General Reserve 1,015,074 (1,015,074)

Dividend Reserve 417825 (417,825)
Bonus Issue of Shares 299 546 645  (300,191)
GORs Converted - - - -
Share Options Exercised 15,324 75,311 90,635
As at 31 March 2005 3,309,234 7,099 5778803 1,178326 518515 418,640 4,549,013 3,056,176 18,815,806
Effect of Adopting SLAS 40 (2003) (559,754) 1,188,425 628,671
Currency Translation Differences 21875 21875
Net Gain/[Loss) Recognised Directly in Equity

Surplus on Revaluation 1,255,735 - - 1,255,735

Disposals and Changes in Holding - 205 (16,574} 67,275 50,906

Associate Company Share of Net Assets 131,294 77,475 152 208,924

Transfers {45,823} - (1,495) 47,318
Net Profit for the Yaar 3,050,140 3,050,140
Final Dividend Paid - 2004/05 (398,028)  (398,028)
Interim Dividend Paid - 2005/06 {799,453)  {799453)
Reserved during the year

General Reserve 500,000  (500,000)
Bonus Issue of Shares 661,961 1420 (663,387) -
Share Options Exercised 20,356 89,785 110,141
As at 31 March 2008 3,991,551 8519 5205207 1959778 618,070 418,640 5,030,944 5712005 22,944,714

Details of Other Revenue Reserves have been disclosed in Note 22.4 on page 145.

Figures in brackets indicate deductions.

The Accounting Policies and Notes from pages 118 to 156 form an integral part of these Financial Statements.
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Global Re- Investment
Share Depository Share valuation General Dividend Equalisation  Accumulated  Sharsholders'

In Ais. '000s Capital Receipts Premium Reserve Reserve Reserve Reserve Profit Funds
As at 1 April 2004 2,994,364 6,454 6,003,679 284,538 600,000 1,101,497 75,000 491,433 11,556,965
Net Profit for the Year 2592152 2592152
Final Dividend Paid - 2003/04 (445,784)  {445,784)
Interim Dividend Paid - 2004/05 (629,469)  (629,469)
Reserved during the year

General Reserve 1,000,000 - (1,000,000)

Dividend Reserve 417,825 - {417.825)
Bonus Issue of Shares 299,546 645 (300,191} -
Share Options Exercised 15,324 75,31 90,635
As at 31 March 2005 3,309,234 7,099 5,778,799 284,538 1,600,000 1,519,322 75,000 590,507 13,164,499
Effect of Adopting SLAS 40 (2003} (284,538) 644,383 359,845
Net Profit for the Year 1,751,966 1,751,956
Final Dividend Paid - 2004/05 {398,028)  (398,028)
Interim Dividend Paid - 2005/06 (799,453}  (799,453)
Reserved during the year

General Reserve 500,000 {500,000}
Bonus Issue of Shares 661,961 1420  (663,381) -
Share Options Exercised 20,356 89,785 110,141
As at 31 March 2006 3,991,551 8,519 5,205,203 2,100,000 1,519,322 75,000 1,289,375 14,188,970

Figures in brackets indicate deductions.

The Accounting Policies and Notes from pages 118 to 156 form an integral part of these Financial Statements.
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22

2.3

GENERAL
John Keells Holdings Ltd. is a public limited liability company
incorporated and domiciled in Sri Lanka and listed on the Cofomba
Stock Exchange. The registered office and principal place of
business of the Company is located at 130, Glennie Street,
Colombo 2.

Issued ordinary shares of the Company are listed on the Colombo
Stock Exchange. Global Depository Receipts (GDRs) of John
Keells Holdings Ltd. are listed on the Luxembourg Stock
Exchange.

In the report of the Directors and in the financial statements, “the
Company” refers to John Keslls Holdings Ltd. as the holding
company and “the Group” refers to the companies whose
accounts have been consolidated therein.

The consolidated financial statements of the Group for the year
ended 31 March 2006 were authorised for issue by the Directars
on 24 May 2006.

John Keells Holdings Ltd. became the holding company of the
Group during the financial year ended 31 March 1886. The principal
activities of the Group are stated on pages 169 and 170. As at 31
March 2006 the Group employed 9,815 persons {2005 -18,891)

The notes to the financial statements on pages 126 to 156 form
an integral part of the financial statements.

All values presented in the financial statements are in Sri Lanka
rupees thousands {Rs. "000s) unless otherwise indicated.

GENERAL POLICIES

Basis of Preparation

The balance sheet, statement of income, statement of changes in
equity and the cash flow statement, together with the accounting
palicies and notes (the “financial statements”) of the Group as at
31 March 2006 and for the year then ended comply with Sri Lanka
Accounting Standards (SLAS).

The financial statements, presented in Sri Lanka rupees, have
been prepared on a historical cost basis except for certain
property, plant and egquipment, which have been revalued and
investment properties and certain marketable investments, which
are stated at market values.

Changes in Accounting Policies

The Group adopted SLAS 40 'Investment Property’ {2003} on
1 April 2005. Investment properties are now recorded in the
balance sheet at fair value, with changes in fair value included as
a separate line item in the income statement.

The provisions of SLAS 25 'Business Combinations’ {revised 2004}
have been adopted in accounting for business combinations after
1 June 2005.

Comparative Information
The accounting policies applied by the Group are, unless
otherwise stated, consistent with those used in the previous year.
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3.2

3.3

Previous years figures and phrases have been re-arranged,
wherever necessary, to conform to the current vyear's
presentation.

CONSOCLIDATION POLICY

Principles of Consolidation

The financial statements of the Group represent the consolidation
of the financial statements of the Company, its subsidiaries and
other companies over which it has control, after elimination of all
material intra Group transactions.

Acquisitions and Divestments

The results of subsidiaries and assaciates acquired during the
year have been included from the date of acquisition, while
results of subsidiaries disposed have been included up to the date
of disposal.

Subsidiaries

Subsidiaries are those enterprises controlled by the parent.
Control exists when the parent has the power, directly or
indirectly to govern the financial and operating policies of an
enterprise.

Subsidiaries are controlled from the date the parent obtains
control until the date that control ceases. Acquisition of
subsidiaries are accounted for using the purchase method of
accounting.

Subsidiaries consolidated have been listed in the Group directory
on pages 169 and 170.

The following companies have been consolidated under Section
150(1)(a)(i) of the Companies Act, No. 17 of 1982

Namunukula Plantations Ltd.

Tea Smallholder Factories Ltd.

D H L Keells (Pvt) Ltd.

Mack Air Services Maldives (Pte) Ltd.
Transware-Logistics {Pvt) Ltd.

All other subsidiaries have been consolidated under Section
150(1)(a)(ii) of the Companies Act, No. 17 of 1982.

The following subsidiaries have been incorporated outside Sri
Lanka:

Name Country of
Incorporation

Matheson Keells Air Services (Pvt} Ltd.  India
Matheson Keells Enterprises (Pvt) Ltd. India
John Keells Maldivian Resorts (Pte) Ltd.
Travel Club (Pte) Ltd.

Fantasea World Investments {Pte) Ltd.
Mack Air Services Maldives (Pte) Ltd.
John Keells Singapore (Pte) Ltd.

John Keells Business Systems (UK] Ltd.

Republic of Maldives
Republic of Maldives
Republic of Maldives
Republic of Maldives
Singapore

United Kingdom




3.4

3.5

3.6

The total profits and losses for the period, of the company and of
its subsidiaries included in consolidation are shown in the
consolidated income statement with the proportion of profit or
loss after taxation pertaining to minority shareholders of
subsidiaries being deducted as "minority interest”.

All assets and liahilities of the Company and of its subsidiaries
included in consolidation are shown in the consolidated balance
sheet. The interest of minority shareholders of subsidiaries in the
fair value of net assets of the Group are indicated separately in
the consolidated balance sheet under the heading “minority
interest”.

The consolidated cash flow statement includes the cash flows of
the Company and its subsidiaries.

Associates

Associates are those investments over which the Group has
significant influence and holds 20% to 50% of the equity and
which are neither subsidiaries nor joint ventures of the Group.

Associate companies of the Group which have been accounted for
under the equity method of accounting are:

Nations Trust Bank Ltd.

Union Assurance Ltd.

South Asia Gateway Terminals (Pvt) Ltd.

Maersk Lanka (Pvt) Ltd.

All associates are incorporated in Sri Lanka.

The income statement reflects the Group’s share of the results of
the operations of each associate. The refated investments appear
in the consolidated balance sheet at values adjusted to reflect the
Group's share of the fair value of net assets of the associates, net
of any dividends paid.

Goodwill

Goodwill represents the excess of the cost of the acquisition aver
the fair value of identifiable net assets of a subsidiary, associate
or joint venture as at the date of acquisition. As required by SLAS
25, goodwill is amortised on a straight-line basis, over the useful
econamic life of the acquisition up to a presumed maximum of
twenty years, based on factors such as the foreseeable life of the
business, period of lease etc. Goodwill is reviewed for events or
changes in circumstances, which indicate that the carrying value
may not be recoverable. Goodwill is stated at cost less
accumulated amortisation and impairment.

In accordance with SLAS 25 {revised 2004), goodwill arising on
business combinations after 1 June 2005 are not amortised, but
tested for impairment annually.

Goodwill relating to foreign entities is the excess of the value of
the purchase prics, translated into Sri Lanka rupees at the rate
prevalent on the date of acquisition, over the fair value of the
assets as at that date.

Financial Year
As per the Group policy, results of all subsidiaries or associates
with alternate year ends are treated as follows:

42

52

Subsidiaries
Associates

12 month period drawn up to 31 March
12 month period using the associate’s year end

In the case of associates, where the reporting dates are different
to Group reporting dates, adjustments are made for any
significant transactions or events upto 31 March.

FOREIGN CURRENCY TRANSLATION

Foreign Currency Transactions

All foreign exchange transactions are converted to Sri Lanka
rupees, which is the reporting currency, at the rates of exchange
prevailing at the time the transactions are effected. Monetary
assets and liabilities denominated in foreign currencies are
translated to the Sri Lanka rupee equivalent using year-end spot
foreign exchange rates. Non-monetary assets and liabilities are
translated using exchange rates that existed when the values
were determined. The resulting gains and losses are accounted
for in the income statement.

Foreign Entities

The balance sheet and income statement of overseas subsidiaries
which are deemed to be foreign entities are translated at the rate
of exchange prevailing as at the balance sheet date and at the
average rate of exchange for the period respectively.

Net equity investments in overseas subsidiaries are converted at
the rate prevailing on the date the relevant equity was acquired.

Exchange differences that arise on the translation of net equity
investments in overseas subsidiaries are treated as a movement
in the exchange translation reserve owing to the long-term nature
of the investment. The total balance pertaining to exchange
differences has been classified under capital reserves in Note 21
to the financial statements.

The exchange rates applicable during the period were as follows:

Income Net

Balance Statement Equity

Sheet Average Rate  Investment
2005/06 2004/05  2005/06 2004/05

Rs. Rs. Rs. Rs. Rs.

Singapore Dollar  63.46  60.38 63.27  60.80 28.25

Pound Sterfing  179.26  186.96 179.02  188.02 95.07
US Dollar 102.70 99.50 102.62 101.79 63.52
Indian Rupee 231 2.28 2.31 2.26 171
TAX

Current Tax

Pravision for income tax is based on the elements of income and
expenditure as reported in the financial statements and is
computed in accordance with the provisions of the relevant tax
statutes.

Deferred Tax

Deferred tax is provided for on the liability method except for
Mercantile Leasing Lid., which adopts the partial application
method.
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6.1
a)

b)

c)

d)

The tax effect of all timing differences, which occur, as a result of
items being allowed for income tax purposes during a period
different from that when they are recognised in the financial
statements, is included as a praovision for deferred tax, at tax rates
which would prevail at the time the difference reverses.

Deferred tax assets are recognised with regard to all deductible
timing differences and unabsorbed tax losses brought forward, to
the extent that it is probable that taxable profit will be availzble
against which the deductible timing differences and carry forward
of unabsorbed tax losses can be utilised. The carrying amount of
such deferred tax assets is reviewed at each balance sheet date
and reduced by the extent that it is no longer probable that
sufficient taxable profit will be available to allow all or part of the
deferred tax asset to be utilised.

VALUATION OF ASSETS AND THEIR BASES OF
MEASUREMENT

Property, Plant and Equipment

Cost and Valuation

Property, plant and equipment is stated at cost or fair value less
accumulated depreciation and any impairment in value.

Al items of property, plant and equipment are initially recorded at
cost. Where items of property, plant and equipment are
subsequently revalued, the entire class of such assets are
revalued at fair value. The Group has adopted a policy of revaluing
assets every 5 years, except for properties held for rental and
occupied mainly by Group companies, which are revalued every 3
years.

When an asset is revalued, any increase in the carrying amount is
credited directly to a revaluation reserve, except that it is credited
to the income statement to the extent that it reverses a previous
deficit recognised as an expense. Any revaluation deficit that
offsets a previous surplus in the same asset is directly offset
against the surplus in the revaluation reserve and any excess
recognised as an expense. Upon disposal, any revaluation reserve
relating to the asset sold is transferred to retained earnings.

Assets held for Hire

Assets held for hire are depreciated over the period of rental or
the economic useful life whichever is lower. Depreciation rates
vary fram 33.33% to 100% based on usage.

Restoration Costs

Expenditure incurred on repairs or maintenance of property, plant
and equipment in order to restore or maintain the future economic
benefits expected from the originally assessed standard of
performance, is recognised as an expense when incurred.

Depreciation

Provision for depreciation is calculated by using a straight-line
method on the cost or valuation of all property, plant and
equipment, other than freehcld land, in order to write off such
amounts over the estimated useful economic life of such asssts.
Depreciation is not provided for in the year of purchase, while a
full year's depreciation is provided for in the year of sale.
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9)

However, in respect of computer software, provision is made from
the date of purchase for a period of 3 years.

The estimated useful life of the assets are as follows:

Assets Years
Buildings 40-50
Civil Work 10
Prime Movers and Trailers 10
Plant and Machinery 4-20
Tourist Coaches 10.
Motor Vehicles 4-5
Furniture and Fittings 4-20
Interiors 3
Equipment 2-6
Computer Equipment 3-6
Computer Software 3
Cutlery, Glassware, Furnishing and Linen 3
Tools 1-2
Base Stock 10

Finance Leases

Property, plant and equipment on finance leases, which
effectively transfer to the Group substantially ail the risk and
benefits incidental to ownership of the leased items, are
capitalised and disclosed as finance leases at their cash price and
depreciated over the period the Group is expected to benefit from
the use of the leased assets.

The corresponding principal amount payable to the lessor is
shown as a liability. Lease payments are apportioned between
the finance charges and reduction of the lease liability so as to
achieve a constant rate of interest on the outstanding balance of
the fiability. The interest payable over the period of the lease is
transferred to an interast in suspense account. The interest
element of the rental obligations pertaining to each financial year
is charged to the income statement over the period of lease.

The cost of improvements to leasehold property is capitalised,
disclosed as leasehald improvements, and depreciated over the
unexpired period of the lease or the estimated useful life of the
improvements, whichever is shorter.

Operating Leases

Leases, where the lessor effectively retains substantially all of
the risks and benefits of ownership over the term of the lease, are
classified as operating leases.

Rentals paid under operating leases are recognised as an expense
in the income statement on a straight-line basis over the term of
the lease.

Impairment of Property, Plant and Equipment

The carrying values of property, plant and equipment, are
reviewed for impairment annually or when events or changes in
circumstances indicate the carrying value may not be recoverable.
If any such indications exist, and where the carrying values
exceed the estimated recoverable amount, the assets are written




6.2

6.3

6.4

down to their recoverable amount. Impairment losses are
recognized in the income statement unless it reverses a previous
revaluation surplus for the same asset.

Intangible Assets

An intangible asset is recognised if it is probable that future
economic benefit will flow 10 the enterprise, and the cost of the
asset can be measured reliably.

Intangible assets are amortised on a straight-line basis, from the
date when the asset is available for use, over the best estimate
of its useful economic life.

Investments

All guoted and unquoted securities, which are held as non-current
investments, are valued at cost. The cost of the investment is the
cost of acquisition inclusive of brokerage and costs of transaction.
The carrying amounts of long term investments are reduced to
recognise a decline which is considered other than temporary, in
the value of investments, determined on an individual investment
basis.

In the Company’s financial statements, investments in
subsidiaries, joint ventures and associate companies have been
accounted for at cost, net of any provisions for other than
temporary dimunition in value which is charged to the income
statement. Income from these investments are recognised only to
the extent of dividends received.

Investment Property

In accordance with SLAS 40 - Investment Property (2003), the net
book value of properties held to earn rental income, and
properties held for capital appreciation have been classified as
Investment Property.

Investment properties are initially recognised at cost. Subsequent
to initial recognition the investment properties are stated at fair
values, which reflect market conditions at the balance sheet date.

Gains or losses arising from changes in fair value are included in
the income statement in the year in which they arise.

Investment properties are derecognised when disposed, or
permanently withdrawn from use because no future economic
benefits are expected. Any gains or losses on retirement or
disposal are recognised in the income statement in the year of
retirement or disposal. Transfers are made to and from Investment
Property only when there is a change in use in accordance with
the criteria listed in SLAS 40 (2003).

Where Group companies occupy a significant portion of the
investment property of a subsidiary, such investment properties
are treated as property, plant and equipment in the consolidated
financial statements, and accounted for as per SLAS 18- Property,
Plant and Equipment.

6.5

6.6

6.7

6.8

6.9

In accordance with the transitional provisions of SLAS 40 (2003),
the effect of adopting this standard is shown as an adjustment to
the opening balance of retained earnings of the current financial
year and the comparative information has not been restated.

Other Non-Current Assets
Bottle depreciation of Ceylon Cold Stores Ltd.

Returnable glass bottles are reflected under non-current assets at
cost less depreciation. Depreciation is provided over its useful life
of 5 years up to the net realisable value. The net realisable value
of returnable glass bottles equals to the deposits received by the
Company or cost whichever is lower.

The written down value of bottle breakages during the financial
year is written off to the income statement.

Upon termination of dealership, the weighted average cost of
bottles not returned less the deposit is written off to the income
statement.

Inventories

Inventories are valued at the lower of cost and net realisable
value. Net realisable value is the estimated selling price less
estimated costs of completion and the estimated costs necessary
to make the sale.

The costs incurred in bringing inventories to its present location

and condition, are accounted for as follows:

Raw materials - On a weighted average basis

Finished goods and - At the cost of direct materials

Work-in-progress direct labour and an appropriate proportion
of fixed production overheads based on
normal operating capacity;

- At since realised price;

- At actual cost.

Produce stocks
Other stocks

Trade and Other Receivable

Trade and other receivable are stated at the amounts they are
estimated to realise, net of provisions for bad and doubtful
receivables.

A pravision for doubtful debts is made when the debt exceeds 180
days, and collection of the full amount is no longer probable. Bad
debts are written off when identified.

Short-Term Investments

Treasury bills and other interest bearing securities held for resale
in the near future to benefit from short-term market movements
are accounted for at cost plus the relevant proportion of the
discounts or premiums.

Cash and Cash Equivalents

Cash and cash equivalents in the cash flow statement comprise
cash at bank and in hand and short term depasits with a maturity
of 3 manths or less, net of outstanding bank overdrafts.
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14

a)

LIABILITIES AND PROVISIONS

Defined Benefit Plan - Gratuity

A provision is carried forward in the balance sheet, based on a
half month’s salary as of the last month of the financial year, for
all emplayees for each completed year of service, commencing
from the first year of service.

However, as per the Payment of Gratuity Act No. 12 of 1983, the
liability to an emplovee arises only on completion of 5 years of
continued service.

The gratuity liability is neither externally funded nor actuarially valued
except for a category of staff at Ceylon Cold Stores Ltd., and in the
plantation companies, where an actuarial valuation is computed.

Defined Contribution Plan - Employees’ Provident Fund and

Employees’ Trust Fund

Employees are eligible for Employees’ Provident Fund
contributions and Employees’ Trust Fund contributions in line with
respective statutes and regulations. The companies contribute
the defined percentages of grass emoluments of emplayees to an
approved Employees’ Provident Fund and to the Employees’ Trust
Fund respectively, which are externally funded.

Grants and Subsidies

Grants and subsidies are recognised at their fair value. When the
grant or subsidy relates to an expense item, it is recognised as
income over the period necessary {0 match it 1o the costs, which
it is intended to compensate for, on a systematic basis. Grants
and subsidies related to assets are deferred in the balance sheet
and credited to the income statement over the useful life of the
asset.

Provisions, Contingent Assets and Contingent Liabilities
Provisions are made for all obligations existing as at the balance
sheet date when it is probable that such an obligation will result
in an outflow of resources and a reliable estimate can be made of
the quantum of the outflow.

All contingent liabilities are disclosed as a note to the financial
statements unless the outflow of resources is remote.

Contingent assets are disclosed, where inflow of economic
benefit is probable.

INCOME STATEMENT

Revenue Recognition

Revenue is recognised to the extent that it is probable that the
economic benefits will flow to the Group, and the revenue and
associated costs incurred or to be incurred can be reliably
measured. Revenue is measured at the fair value of the
consideration received or receivable, net of trade discounts and
value added taxes, after eliminating sales within the Group.

The following specific criteria are used for recognition of revenue:

Sale of Goods
Revenue from the sale of goods is recognised when the
significant risk and rewards of ownership of the goods have

1 22 JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006

b)

¢}

8.2

8.3

8.4
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passed to the buyer with the Group retaining neither a continuing
managerial involvement to the degree usually associated with
ownership, nor an effective control over the goods sold.

Rendering of Services

Revenue from rendering of services is recognised in the
accounting period in which the services are rendered or
performed.

Turnover Based Taxes

Turnover based taxes include value added tax, economic service
charge and turnover tax (TT), which is payable to the Provincial
Council in respect of trading activities and tourism development
levy, which is payable to the Ceylon Tourist Board, by all
Companies licensed by the Board. Companies in the Group pay
such taxes in accordance with the respective statutes.

Dividend
Dividend income is recognised on a cash basis.

Rental Income
Rental income is recognised on an accrual basis over the term of
the lease.

Gains and Losses

Net gains and losses of a revenue nature arising from the disposal
of property, plant and equipment and other non-current assets,
including investments, are accounted for in the income statement,
after deducting from the proceeds on disposal, the carrying
amount of such assets and the related selling expenses. On the
disposal of any revalued property, plant and equipment, the
amount remaining in the revaluation reserve, relating to that
particular asset is transferred directly to retained earnings.

Gains and losses arising from activities incidental to the main
revenue generating activities and those arising from a group of
similar transactions which are not material, are aggregated,
reported and presented on a net basis.

Any losses arising from guaranteed rentals are accounted for in
the year of incurring the same. A provision is recognised if the
best estimate indicates a loss.

QOther Income
Other income is recognised on an accrual basis.

Expenditure Recognition

Expenses are recognised in the income statement on the basis of
a direct association between the cost incurred and the earning of
specific items of income. All expenditure incurred in the running
of the business and in maintaining the property, plant and
equipment in a state of efficiency has been charged to the income
statement.

For the purpose of presentation of the income statement, the
“function of expenses” method has been adopted, on the basis
that it presents fairly the elements of the Company and Group’s
performance. :
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Borrowing Costs

Borrowing costs are recognised as an expense in the period in
which they are incurred, unless they are incurred in respect of
qualifying assets in which case it is capitalised.

POLICIES OF SUBSIDIARY AND ASSOCIATE
COMPANIES WHICH ARE SIGNIFICANTLY DIFFERENT
FROM GROUP POLICIES.

Plantation Companies

Plantation companies adopt certain accounting policies, in
compliance with the industry specific accounting standard SLAS
32 - Plantations, and accepted trade practices.

The policies that are significantly different are as follows:

Property, Plant and Equipment

Costs incurred on "infilling", which result in an increase in the
economic life of the relevant field beyond its previously assessed
standard of performance, are capitalised in accordance with SLAS
32, and are depreciated over the useful life at rates which are
applicable to mature plantations.

Depreciation/Amortisation

Depreciation is provided on the cost or valuation of all property,
plant and equipment, other than freehold land, in order to write
off such amounts over the estimated useful economic life in equal
installments. The estimated useful life of the assets are as
follows:

Assets Years
Sanitation/Electricity/Water Supply 20
Equipment 8
Replanting and New Planting:

Rubber 20
Tea 30
Coconut 50

Leasehold rights are amortised in equal amounts over the
following number of vears:

Years
Bare Land 53
Mature Plantations 30
Buildings 25
Machinery 15
Improvements to Land 30

Inventories

Produce inventories are valued at estimated selling prices or
since realised prices. In the case of growing crop-nurseries, costs
include cost of direct material, direct labour and an appropriate
proportion of directly attributable overheads.

Defined Benefit Plan - Gratuity

Provision for gratuity with regard to the workforce is computed on
an actuarial basis, using the Projected Unit Credit (PUC) method.
An actuarial valuation is carried out once in every two years.
Actuarial valuations have been carried out by M/s. Watson Wyatt

e)

9.2

a)_

b)

9.3

& Co. and M/s. Actuarial and Management Consultants (Pvt) Ltd.,
professionally qualified firms of actuaries, as at 31 March 1998 to
31 March 2004. The valuations were based on the respective
companies continuing as a going concern, with a rate of interest,
net of tax, of 10% per annum and a rate of salary increase of 11%
in every two years for tea workers and 7% in every two years for
rubber workers. This liability is not externally funded.

Revenue Recognition

In keeping with the practice in the plantation industry, revenue
and profit or losses on perennial crops are recognised in the
financial period of harvesting.

Borrowing Costs

Borrowing costs incurred on funds obtained to meet expenses
relating to "immature plantations” are included in the value of the
property, plant and equipment.

South Asia Gateway Terminals (Pvt) Ltd.

Depreciation

Provision for depreciation is calculated on a straight-line basis on
the cost of all property, plant and equipment, in order to write off
such amounts over the estimated useful lives in equal annual
instaliments as follows:

Years
Quay Cranes 3-7
Post Panamax Quay Cranes 20
Rubber Tyred Gantry Cranes and Spreaders 15-20
Prime Movers and Trailers 10
Forklifts and reach Stackers 10
Computers 5
Radio and Communication Equipment 5
Warkshaop Equipment 10
Furniture and Fittings 10
Building Refurbishment 3
Buildings and Terminal 27
Motor Vehicles 5

Revenue Recognition

Stevedoring revenue is recognised on the berthing time of the
vessel. Storage revenue is recognised on the issue of delivery
advice.

Nations Trust Bank Ltd.

The financial statements of Nations Trust Bank Ltd., are presented
in accordance with the format of accounts prescribed by SLAS 23
and the Central Bank of Sri Lanka.

Interest income is recognised on an accrual basis and ceases to
be taken into revenue when the recovery of interest or principal
has been in arrears for over 3 months. Thereafter, interest income
on advances is accounted for on a cash basis until, in the opinion
of the management, the financial position of the borrower has
improved to the extent that the receivables are deemed
collectible. Interest accrued until such advances are classified as
non-performing is also eliminated from interest income and are
credited to the “interest in suspense account”.

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006 1 23



I

|

94
a)

b)

95
a)

b)

Income on discounting of bills of exchange is recognised ¢
proportionately over the period of the instruments.

Discounts on treasury bills, treasury bonds and commercial paper
are recognised on a straight-line basis over the period to maturity
as income. Premium on treasury bonds are accounted for on a
similar basis.

Provision for specific bad and doubtful debts is made in d)
accordance with the guidelines issued by the Central Bank of Sri
Lanka, Sri Lanka Accounting Standards and Bank of International
Settlement. Additionally, a 1% general provision is also
maintained to cover potential bad debts, which are not yet
identified.

e)
Union Assurance Ltd. i
General Insurance Premia
Premia are generally recognised as written, upon inception of the
policy. Upon inception of the contract, premia are recorded as
written and are earned primarily on a pro-rata basis over the term
of the related policy coverage. However, for those contracts for
which the period of risk differs significantly from the contract
period, premia are earned over the period of risk in proportion to
the amount of insurance protection offered.

Earned premia are computed on the 24th basis except for the
marine business, which is computed at 60% - 40% basis.

Long Term Insurance Premium and Surpluses
Premium income on life insurance business has been accounted i,
for on a cash basis.

A separate fund has been maintained for the life insurance
business and all monies received in respect of life insurance
business have been credited to the fund in accordance with the
Regulation of Insurance Industry Act, No. 43 of 2000.

Mercantile Leasing Ltd.

Lease Receivable
Provision for doubtful lease receivables in the financial
statements is based on a risk assessment basis as follows:

Specific provision

0On substandard accounts - 20% of the estimated loss

On doubtful accounts - 50% of the estimated loss

On loss accounts - 100% of the estimated loss

General provision

A general provision related to the quality of the portfolio
receivables is maintained in respect of all other accounts.

fil.

Trade Finance and LCF Loans v
Specific provisioning for doubtful debts in the financial
statements is made on the following basis :

12-18 months

(after the due date)

18-24 months

(after the due date) -
More than 24 months
(after the due date)

20% of the estimated loss

50% of the estimated loss

100% of the estimated loss
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Factoring

Specific provisioning for doubtful debts is made after evaluating
the recoverability, on any facility where the movement in the
current account average is less than 20% for a period of:

8-12 months - 20% of the estimated loss

12-18 months - 50% of the estimated loss

More than 18 months - 100% of the estimated l0ss

Operating Leases

Operating leases where the lessor retains substantially all the
risks and benefits of ownership over the leased term are
capitalised at their cash price and disclosed under property, plant
and equipment, depreciated over a period of 4 years.

Revenue Recognition

Accounting for leases and lease purchase income.

Lease income constitutes the excess of the total rental receivable
from a lease agreement over the cost of the leased asset. Such
income is credited to the income statement over the primary
period of each lease so as to give a constant periodic rate of
return on the lessor's net investment outstanding in the lease.

Leases are considered non-performing if such rentals are
outstanding for over 3 months, and income on those leases are
recognised on a cash basis, from that point onwards.

A full provision is made for income accrued upto the third month
prior to classification as non-performing lease income.

Accounting for factoring income.

In funding, discount income relating to factoring transactions
which is computed aon the daily balance in the client’s current
account, is recognised at the end of a given accounting month.

For sales ledger related services, a service charge is levied as
stipulated in the factoring agreement.

Income is accounted for on an accrual basis and deemed realised
on disbursement of advances for invoices factored, except where
the account is classified as non-performing. Factoring debtors are
considered non-performing if such instaliments are outstanding
for over 3 months, and income on those loans are recognised on
a cash basis, from that point onwards.

Accounting for income on terminated leases.
Earned income is recognised in respect of terminated leases upon
final settlement.

Accounting for interest on overdue rentals.
Interest income on overdue rentals is recognised on a cash basis.

Accounting for income on trade finance and loans.
Interest income on loans is recognised on an accrual basis.
Commission on services provided is recognised on a cash basis.

Trade finance and LCF loans are considered non-performing if
such instaliments are outstanding for over 6 months, and income
on those loans is recognised on a cash basis, from that point
onwards.




vi.

vil.

f)

10.

Accounting for insurance broking income.
Commission income on insurance broking is recognised on an
accrual basis.

Accounting for profit or loss on sale of marketable securities.
Profit or loss arising from the sale of equity shares, units and
other marketable securities is accounted for on a cash basis.

Deferred Tax

Provision has not been made by Mercantile Leasing Ltd., which
adopts the partial application method, as the difference between
the written down value for tax purposes of the assets on which
depreciation is claimed and the net book value of such assets is
not expected to reverse for the next three years and is unlikely to
reverse within a reasonable period thereafter either, in view of
the campany maintaining the current scale of leasing activities.
A tax equalisation reserve of Rs. 100 million is maintained to
provide for any tax liabilities that may arise in the future.

EMPLOYEE SHARE OPTION PLAN

On 29 June 2001, shareholders approved a second plan, whereby
the Company could issue annually, non-transferable call share
options, not exceeding in aggregate 2% of the total issued capital
of the Company as at the date of granting every award under this
plan, to a total of 5% of the total issued share capital as at the
date of the last award. Approvals of the CSE and the SEC have
been obtained for this plan. As at 31 March 2006, the total
number of options granted under this plan, after allowing for
bonus issues and rights issues, was 14,568,474 of which
8,670,455 have been exercised, 274,583 have lapsed and
5,623,436 remained unexercised.

On 28 June 2004, shareholders approved a third plan, whereby
the Company could issue annually non-transferable call share
options, not exceeding in aggregate 2% of the total issued capital
of the Company as at the date of granting every award under this
plan, to a total of 5% of the total issued share capital as at the
date of the last award. Approvals of the CSE and SEC have been
obtained for this plan. As at 31 March 2008, the total number of
options granted under this plan, after allowing for bonus issues
and rights issues, was 6,604,620 of which 216,420 have lapsed
and 6,388,200 remain unexercised.

11.
11

1.2

1.3

As at 31 March 2006, the total number of options granted under
the second and third plans, after allowing for bonus issues and
rights issues, was 21,173,094. Qf this total 8,670,455 options
have been exercised, 491,003 options have lapsed and
12,011,636 remain unexercised.

Of the 12,011,636 options unexercised and cutstanding as at 31
March 2006 {2005 - 11,928,984), 896,754 are exercisabie before 9
October 2006, 2,038,825 are exercisable before 11 November
2007, 2,687,857 are exercisable before 22 January 2009 and
6,388,200 are exercisable before 28 March 2010.

SEGMENT INFORMATION

Reporting Segments

The Group’s internal organisation and management is structured
based on individual products and services which are similar in
nature and process and where the risk and return are similar. The
primary segments represent this business structure.

The secondary segments are determined based on the Group's
geographical spread of operations. The geographical analysis of
turnover and profits are based on location of customers and
assets respectively.

The activities of each of the reported business segments of the
Group are detailed in pages 152 and 153.

Inter-Segment Pricing
Inter-segment transactions are priced at fair market values.

Segment Information

Segment information has been prepared in conformity with the
accounting policies adopted for preparing and presenting the
consolidated financial statements of the Group.
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1 Group Company

For the year ended 31st March 2006 2005 2006 2005
In Rs. 000s
1 REVENUE

1.1 Gross Revenue 29,926,893 23,646,109 544,149 444,519

Value Added Tax of Rs. 1,846 mn (2005 - Rs. 1,692 mn) for the Group and Rs. 75.7 mn {2005 - Rs.61.4 mn) for the Company has been deducted
in arriving at Gross Revenue.

1.2 Business Segment Analysis

2006 2005
Sale of Rendering of Group External Sale of Rendering of Group External
Goods Services Revenue Goods Services Revenue
Transportation 6,999,552 1,864,758 8,864,310 4,257,996 1,668,113 5,936,108
Leisure - 5536723 5,536,723 - 5,431,895 5,431,895
Property - 2,436,490 2,436,490 - 613,101 613,101
: Food & Beverage 4,940,522 3,202,000 8,142,522 6,367,925 - 8,367,925
i Financial Services - 751,052 751,052 - 608,873 608,873
Information Technology 1,284,077 436,675 1,720,752 991,904 339,618 1,331,521
‘ Others 2,372,119 102,925 2,475,044 3,271,628 85,058 3,356,686
Group Revenue 15,596,270 14,330,623 29,926,893 14,899,453 8,746,656 23,646,109
Group
2006 2005
1.3 Geographical Segment Analysis (By Location of Customers)
SriLanka 26,760,206 20,452,318
Asia (Excluding Sri Lanka) 2,353,157 1,646,782
Europe 472,103 1,370,027
Others 341,427 166,982
Total Group External Revenue 29,926,893 23,646,109
Group Company
For the year ended 31st March 2006 2005 2006 2005

In Rs. '000s

2 DIVIDEND INCOME

Income from Inter Company Investments - - 2,119,926 1,417,770
income from Cther Investments 45,031 28,878 43,643 27,553

45,031 28,878 2,163,569 1,445,323
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Group Company
For the year ended 31st March T 2008 2005 2006 2005
In Rs. ‘000s
3 OTHER OPERATING INCOME
Interest Income 186,391 184,051 - -
Profit on Sale of Other Investments 1,058 42,922 3,993 12,844
Exchange Gain 57,489 15,939 - -
Profit on Sale of Property, Plant and Equipment 10,006 5,765 4,086
Amartisation of Negative Goodwill 78,151 77,704 -
Negative Goodwill on Acquisition of Associates 25,903 - - -
Sundry Income 71,226 100,516 6,138 258
436,224 476,897 14,217 13,102

4 OTHER OPERATING EXPENSES
Other Qperating Expenses include Provision for Fall in Value of (nvestments of Rs. 41.3 mn (2005 - Rs. 78.9 mn) of the Company.
‘ Group Company
for the vear ended 31st March 2006 2005 2006 2005
In As. '000s
5 PROFIT FROM OPERATING ACTIVITIES
Profit from Operations is stated after charging all expenses including the following
Directors” Emaluments and Fees 180,580 236,706 108,000 112,407
Auditors’ Fees and Other Expenses 19,903 18,746 865 765
Costs of Defined Employee Benefits
Defined Benefit Plan Cost 144,792 183,407 20,086 16,611
Defined Contribution Plan Cost - EPF and ETF 347,637 311,903 43992 33,923
Staff Expenses 3,518,165 3.177,880 282,964 142,304
Depreciation 1,083,459 1,074,559 96,593 38,005
Goodwill Amortisation 69,508 78,19 - -
Amortisation of Other Intangible Assets 3,977 3,059
Minimum Lease Payments on Operating Leases 43774 41,571 - -
Donations 29,863 23,252 18,681 19,620
Turnover Tax and Tourism Development Levy 147,421 143,820 - -
Loss on Disposal of Property, Plant and Equipment - - - 266
Group Company
For the year ended 31st March 2006 2005 2006 2005
In Rs. ‘000s
6 FINANCE EXPENSES
Interest Expense on Borrowings
Long Term 265,111 209,503 126,931 97,258
Short Term 260,228 194,400 156,902 107,000
525,339 403,903 283,833 204,258
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Group Company
For the year ended 31st March 2006 2005 2006 2005
In As. "000s

7 PROFITALOSS) ON SALE OF NON-CURRENT INVESTMENTS

Keells Plantation Management Services (Pvt) Ltd. 7,140 - 45218
Mercantile Leasing Ltd. 188,789 - ' 256,559
P&0 Ned!loyd Keells {Pvt) Ltd. (3,203) - -

| 192,726 : 301,777
i —_—

The Group disposed its investment in Keells Plantation Management Services {Pvt) Ltd. (KPMS), the Holding Company of Namunukula Plantations
Ltd. (NPL), on 12 September 2005 for a purchase consideration of Rs. 168 mn. KPMS and NPL together contributed Rs. 683.7 mn to Group Revenue
and Rs. 48.7 mn to Group Profit Before Tax up to the date of disposal.

Mercantile Leasing Ltd. (MLL) was merged with Nations Trust Bank Ltd. (NTB) on 1 January 2006 and MLL ceased to exist as at 31 December 2005.
Part of the MLL shares were sold at a consideration of Rs. 373 mn while the balance shares were swapped at a ratio of 2 (two} NTB shares for 1
{one) MLL share. Consequently, the Group’s stake in NTB, the surviving entity, was increased to 29.9%. MLL contributed Rs. 588 mn to Group
Revenue and Rs. 118.9 mn to Group Profit Before Tax up to 31 December 2005.

The merger of P&0 Nedltoyd with Maersk International on 1 January 2006 resulted in the Group disposing of its investment in P& Nedlloyd Keeils
{Pvt) Ltd. (P&D) and acquiring a 30% stake in Maersk Lanka (Pvt} Ltd., accounted as an Associate of the Group. P&Q contributed Rs. 298.4 mn to
Group Revenue and Rs. 209.6 mn to Group Profit Before Tax up to 37 December 2005.

Group Company
For the year ended 31st March 2006 2005 2006 2005
In Rs. '000s Note
8 TAX EXPENSE
income Tax 8.1 610,428 638,616 13,000 17,519
Economic Service Charge (ESC) 8.2 36,061 29,628 11,226 5816
Deferred Tax Charge / {Reversal) 83 24,555 (78,363) - -
10% Withholding Tax on Inter Company Dividends 147,797 55,636 - -
818,841 645,517 24,226 23,335

Social Responsibility Levy has been charged from 1 April 2005 at the rate of 0.25% on income tax liability, which is included in the Income Tax
Expense.
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8.1

8.2

. Group Company
For the year ended 31st March 2006 2005 2006 2005
In Rs. '000s
Reconciliation of Accounting Profit to Income Tax Expense on Ordinary Activities
Profit Before Tax 4,310,461 3,151,035 1,776,192 2,615,487
Dividend Income from Group Companies 2,600,292 2,123,708 - -
Share of Profits of Associate Companies (957,958) (832,856)
Other Consolidation Adjustments 346,227 1,618,825
6,299,022 - 6,060,712 1,776,192 2,615,487
Exempt Profits (2,244,138) . (2,748,168) {100,246) {1,546,044)
Off-Shore-Profits not Charged with Tax (337,820) | (168,370} - -
Accounting Profit Liable to Income Tax 3,717,064 3,144,174 1,675,946 1,069,443
Non-Taxable Receipts / Gains (2,731,469) {1,931,880) (2,252,041) (1,240,643)
Aggregate Disallowed Expenses 2,433,328 2,621,941 266,505 172,064
Capital Allowances (633,039} {1,672,126) (100,007} {90,141)
Aggregate Allowable Deductions (1,206,518} (505,535) (22,504} {7.083)
1,579,366 1,656,574 (432,101) (96,360)
Tax Adjusted Losses 709,587 707,037 432,101 327,650
Total Statutory Incoma 2,288,953 2,363,611 - 231,290
Utilisation of Tax Losses - (287,190) {229,516) - (98,246)
Investment Tax Allowance - {12,184) - -
Qualifying Payment Relief - (26,609) - {26,609)
Taxable Income . 2,001,763 2,095,302 106,435
Income Tax charged at
Standard Rate - CSE Listed Companies 208,445 194,449
Standard Rate - Others 241,248 277,129 - -
Concessionary Rate of 15% 63,007 65,951 - 375
Concessionary Rate of 20% (taxable income < Rs. 5 mn) 5,998 8,647 - -
Off-Shore Dividends at Rate of 10% 11,739 10,394 10,394
Off-Shore Profits at Varying Rates 1,188 3438 -
Notional Credit on Repo Interest - (756) - (756)
Under/({Over) Provision for Previous Year 20,253 55,786 13,000 7,506
ACT Written-Off 25,753 - - -
577,631 615,038 13,000 17,519
Fringe Benefit Tax (Indian Companies) 1,365 - - -
Social Responsibility Levy at Rate of 0.25% 919 - - -
579,915 615,038 13,000 17,619
Share of Associate Company income Tax Expense 30,513 23,578 - -
Total Income Tax Expense 610,428 638,616 13,000 17,519

Group Tax Expense is based on the taxable profit of individual companies within the Group. At present the tax laws of Sri Lanka do not

provide for group taxation.

- Group Company
For the year ended 31st March 2006 2005 2006 2005
In Rs. '000s
Economic Service Charge Expense
Economic Service Charge Written-Off 35,617 29,628 11,226 5816
Share of Associate Company Economic Service Charge 444 - - -
36,061 29,628 11,226 5816

Group ESC charge comprises of ESC paid in the current year, where there is no expectation of it being recouped against future Income Tax

payments.
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8.3

8.4

8.5

. Grow ~ Company
For the year ended 31st March ‘ 2006 2005 2006 2005
In Rs. ‘000 ‘

Deferred Tax Expense

Deferred Tax arising from | | ;
Origination and Reversal of Timing Differences 44,838 23,719 : -

Changes in Tax Rates . 2523 (52,221) ' -
Benefits of Tax Losses (44,026)% (47,748) { -
26,048 | (76,280) | -
Share of Associate Company Deferred Tax Reversal : {1,493)| {2,113) : -
Total Deferred Tax Charge/(Reversal) ‘ 24,555 ‘ (78,363) : -

P DU} [

Deferred Tax Liabilities have been computed taking into consideration the revised tax rates effective from 1 April 2008, which are 35% for all
standard rate companies (including listed companies) and 15% for companies with taxable income of less than Rs. 5 mn.

Group Company
For the year ended 31st March 2006 | 2005 ‘ 2006 2005
fn Rs. '000s { !
‘ |

Tax Losses Carried Forward § ! 7 ~'
Tax Losses Brought Forward . 2,823,569 | 1,940,933 248,004 163,791
Tax Losses arising during the year 709,587 | 707,037 432,10 327,650
Utilisation of Tax Losses . (287,190} {229,516) ﬁ - (98,246)
Acquisitions - 57,020 277,072 ? . -
Adjustment due to Sale of Non-Current Investments (1,701,449)1 - - -

- 1,601,537 2,695,526 | 681,105 383,195

|
L

Utilisation of Tax Losses in the current year has resulted in tax savings of Rs. 124.1 mn {2005 - Rs. 100.6 mn), inclusive of Deferred Tax benefit
on tax losses. The element of tax saving due to losses incurred in the year is Rs. 4.3 mn with the balance being on account of brought forward
tax losses.

Deferred Tax Assets amounting to Rs 415.7 mn on account of carried forward tax losses has not been recognized due to the Deferred Tax Assets
being greater than Deferred Tax Liabilities of the respective companies.

Details of Investment Relief and Investment Tax Allowance

Liability to

Additional

Cost of Tax on

Year of Approved Relief Disposal of

Investments made by Investment [nvestment Claimed Investments

Company 1999/2000 579,036 83,731

in computing the Company’s liability to taxation, full credit has been taken for relief granted under Section 31 (2) (s of the Inland Revenue
Act, No. 28 of 1979 and the transitional provision of Section 187 (3) of the Inland Revenue Act, No, 38 of 2000.

1 3 U JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006




HEWISNHOF)

8.6 Applicable Rates of Income Tax
The tax liability of resident companies are computed at the standard rates of 32.5% and 30% {inclusive of 2.5% contribution to the Human
Resource Endowment Fund) and a lower rate of 20% for companies with a taxable income less than Rs. 5 mn, except for the following
companies which enjoy full or partial exemptions and concessions.

Company / Sector Basis Exemption / Periad
Concession

Exemptions under Inland Revenue Act
Keells Hotel Management Services Ltd. Off-Share Services for Payment Exempt Open-ended
in Foreign Currency
Walkers Tours Ltd. -do- -do- - do -
Mackinnons Tours (Pvt) Ltd. -do - -do - -do -

Exemptions granted under Board of Investment Law

John Keells Computer Services (Pvt) Ltd. Export of Software Exempt 8 years from April 1998

South Asia Gateway Terminals (Pvt) Ltd. “Port Services" at Exempt 20 years from September, 1999
Queen Elizabeth Quay .

Lanka Marine Services Ltd. Supply of Petroleum/Bunkering Exempt 5 years from December, 2002
and Marine Lubricants

Allied Properties Ltd. Construction and Cperation 7 years from April 2000

{Disposed on 31.12 2005} of Office Complex

Asian Hotels and Properties Ltd. Construction and Operation of 15 years from April 1996 with a
Office and Apartment Complex Exempt 3 year extension on Merger

InfoMate (Pvt) Ltd. Provision of IT Enabled Services Exempt 3 years from 1st year of profit

Lower Rates of Income Tax under Inland Revenue Act

Leisure Sector Promotion of Tourism 15% Open-ended

F&B Manufacturing Sector Qualified Export Profits 15% Upto 31 March 2014
John Keells Hotels Ltd. Off-Shore Dividends 10% Open-ended

Keells Restaurants {Pvt) Ltd. Promotion of Tourism 15% Open-ended

Crescat Restaurants (Pvt) Ltd. -do- -do- -do -

Lower Rates of Income Tax under Board of Investment Law

John Keells Warehousing (Pvt) Ltd. Construction and Operation of
Warehouse Complex 15% 7 years from April 2003
Yala Village (Pvt) Ltd. Construction and Operation of
Safari-styled Tourist Hotel 15% 15 years from September 2003

Other Miscellaneous Concessions

Exemption on Interest Income earned from foreign currency denominated accounts.

Gains from sale shares held for less than two years and/or not charged with Share Transaction Levy, are subject to an Income Tax Rate of
15%.
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8.7 Income Taxes and Applicable Rates on Gff-Shore Subsidiaries

Country of Incorporation Rate
John Keslls Singapore (Pte) Ltd. Singapore 20%
John Keells Business Systems (UK] Ltd. United Kingdom 30%
John Keells Maldivian Resorts {Pte) Ltd. Republic of Maldives Nil
Travel Club (Pte) Ltd. Republic of Maldives Nil
Fantasea World Investments (Pte) Ltd. Republic of Maldives Nil
Mack Air Services Maldives (Pte) Ltd. RepubHc of Maldives Nil
Matheson Keells Air Services (Pvt} Ltd. India 33.66% (Effective)
Matheson Keells Enterprise (Pvt) Ltd. India 33.66% (Effective}

Companies incorporated in India are subject to a Fringe Benefit Tax (FBT), imposed from April 2005 on selected expenses at specified rates,
against each item of expense. Applicable rates of FBT vary from 5% - 20% depending on the item of expense.

. Group
For the year ended 31st March 2006 | 2005
In Rs. ‘000s i
!
8 EXTRA-ORDINARY {TEM !
On 26 December, 2004, the operations of the Group were affected by tsunami resulting from the ‘; !
earthguake in the Indian Ocean. The financial impact was as follows. ‘ ,’
[nsurance Claims Received / Receivable - 510,637
Net Book Value of assets impaired, damaged, retired and costs incurred - (312,239)
% | 198,398
Tax Benefit | . 10,784
- 209,182
Minority Interest ! - {23,755)
Surplus - ‘ 185,427
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e Group - Company
For the year ended 31st March Note 2006 2005 j 2006 2005
In Rs. ‘000s
10 EARNINGS PER SHARE
10.1 Basic Earnings Per Share ‘ i Q
Profit from Ordinary Activities 3,050,140 2,091,826 1,751,966 2,592,152
Weighted Average Number of Ordinary Shares 103 399,679 | 398,862 . 399,679 398,862
Basic Eamnings Per Share 763 5.24 438 6.50
Profit After Extra-Ordinary Item 3,050,140 : 2,277,253 . 1,751,966 : 2,592,152
Weighted Average Number of Ordinary Shares 10.3 399,679 ¢ 398,862 399,679 398,862
Basic Earnings Per Share after Extra-Ordinary item 763 571 i 4.38 6.50
10.2 Diluted Earnings Per Share
Profit from Ordinary Activities 3,050,140 2,091,826 | 1,751,966 2,592,152
Weighted Average Number of Ordinary Shares 10.3 404,538 401,510 . 404,538 401,510
Diluted Earnings Per Share 754 5.21 433 6.46
Profit After Extra-Ordinary ltem 3,050,140 2,277,253 1,751,966 2,592,152
Weighted Average Number of Ordinary Shares 10.3 404,538 401,510 404,538 401,510
Diluted Earnings Per Share after Extra-Ordinary ltem 154 567 433 6.46
In "000s
10.3 Amount used &s Denominator
Ordinary Shares at the beginning of the year 331,633 300,082 . 331,833 300,082
Bonus Shares Issued 66,338 96,357 ! 66,338 96,357
Effect of Share Options Exercised 1,708 2,423 1,708 2,423
Weighted Average Number of ‘
Ordinary Shares in Issue before Dilution 399,679 398,862 399679 398,862
Number of Shares Outstanding under the Share Option Scheme 12,012 11,929 12,012 11,929
Number of Shares that would have been issued at Fair Value (7,153} {9,281} ‘ (7,153) (9,281)
Adjusted Weighted Average Number of Ordinary Shares 404,538 401,510 . 404,538 401,510
For the year ended 31st March 2006 2005
In Rs. '000s % %
11 DIVIDEND PER SHARE
Interim Paid 20 799,453 20 629,469
Final Proposed 10 400,007 10 398,028
Tatal Dividend 30 1,199,460 30 1,027,497
Interim Dividend Per Share 2.00 2.00
Proposed Final Dividend Per Share 1.00 1.00
Total Dividend Per Share i 3.00 - 3.00
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12 PROPERTY, PLANT AND EQUIPMENT

121 Group
Buildings on Mature/ Equipment, Capital
land and  Leasehold  Immature  Plant and Furniture Motor Work
Buildings Land Plantations Machinery and Fittings Vehicles Others  in Progress Total
In Rs. "000s
Cost or Valuation
As at 1 April 2005 10,578,072 4,787,840 1,347,802 2,796,697 3,287,820 727,601 1,527,115 759,273 25,822,220
Additions 1,310,452 274,242 20,502 543,929 783,714 52,956 300,248 770,428 4,056,471
Acquisition of Subsidiary 156,926 - 8,521 38,403 2,150 - 206,000
Disposals (86,414} (11,539} 6,222)  (122,775) (150,378} (59,058) (127,523} {4,879) (568,788
Adjustment due to Sale of
Non-Current Investments {1,010,690) - (1,362,082) (295451  (148,234) (289,894} (88,534) {14,493) {3,209,378)
Revaluations 1,303,887 - - - - - - 1,303,987
Reclassified as IP (1,114,628} (390,205} - - - - - {1,504,833)
Transfers 83,766 305,142 - 264,533 (632,448) 11,974 315,095 {738,854)  {390,792)
As at 31 March 2006 11,221,471 4,965,480 - 3195454 3,188,877 445,729 1926401 771,475 25,714,887
Accumulated Depreciation
As at 1 April 2005 (269,933)  (521,452)  {129.488) (1,795122) (1,900,464}  (403,643) (784,431} - (5,804,513)
Charge for the year (116,924) {168,566} (10,475} (216,076) (305,889} {75.687) {191,842} - (1,083,459)
Disposals 14,835 2,375 1,958 116,959 130,936 45,762 118,090 - 430,916
Adjustment due to Sale of
Non-Current Investments 111,855 - 148,550 145,046 123,279 145,949 40,715 - 715,394
Revaluations 17,792 - - - - - - 17,792
Reclassified as 1P 21,889 7,250 - - - - - 29,139
Transfers 6,559 2 (10,586}  (120,947) 546,551 1,094 {330,665) - 92,028
As at 31 March 2006 (213.927)  (678.391) - (1,870,140} (1,405587) (286,525 (1,148,133) - (5,502,703)
Carrying Value
As at 31 March 2006 11,007,544 4,287,089 - 1,325,314 1,783,290 159,204 778,628 771,475 20,112,184
As at 31 March 2005 10,308,139 4,266,388 1,218,334 1,001,575 1,397,356 323,958 742 684 759,273 20,017,707
122 Company
Equipment,
landand  Plant and Furniture Motor
Buildings  Machinery and Fittings Vehicles Total
In Rs. '000s
Cost or Valuation
As at 1 April 2005 353,600 30677 421,353 36,410 842,040
Additions - - 58,082 - 58,082
Disposals - {12,817} {3,558) {16,373)
Reclassified as Investment Property (353,600} - - {353,600}
As at 31 March 2006 - 30,677 466,618 32,854 530,149
Accumulated Depreciation
As at 1 April 2005 (3,457) {18,212) (58,738} (13,219) {93,626)
Charge for the year - (1,765) (88,368} {6,460) (96,593)
Disposals - 2419 3.556 5975
Reclassified as Investment Property 3,457 - - - 3457
As at 31 March 2006 - (19,977)  (144,687) {18.123) (180,787
Carrying Value
As at 31 March 2006 - 10,700 321,91 16,731 349,362
As at 31 March 2005 350,143 12,465 362,615 23191 748,414
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123

124

. Group ~ Company
As at 31st March 2006 2005 2006 2005
In Rs. 000s
Carrying Value of Property, Plant and Equipment
At Cost . 10,439,365 6,975,141 349,362 398,271
At Valuation ' 8,739,582 11,292,175 - 350,143
On Finance Lease 933237 1,750,391 - -

20,112,184 20,017,707 349,362 748,414
Land and Building
At Cost 5,632,051 1,816,601 -
At Valuation 8,739,583 11,292,050 350,143
On Finance Lease 922,999 1,465,876 - -
Net Book Value . 15,294,633 14,574,527 - 350,143
Details of Group Land and Building stated at Valuation are indicated below

Method of Effective

Property Valuation Date of Valuation Valuer
Coral Gardens Hotel, Hikkaduwa and the hotel Land and Building 1 April 2002 and Mr. H.R De Silva,

property owned by Habarana Walk Inn Ltd. Method 01 July 2002 Chartered Valuation
Surveyor {UK]
Land, Buildings and Storage Tanks of Lanka Open Market 22 Qctober 2002 Mr. R.G Wijesinghe,

Marine Services (Pvt) Ltd, Value Method Consultant Valuer
and Assessor
Land and Buildings of Keells Food Products Ltd. Open Market 31 March 2003 Mr. R.G Wijesinghe,

Value Method

Consultant Valuer
and Assessor.

Land and Buildings of Tea Smallholder Factorigs Ltd.

Land and Building
Method

31 March 2003

Mr. S.T.P Senadhira,
Licenced Valuer

Land and Buildings of Asian Hotels and Properties
Ltd. and Trans Asia Hotels Ltd.

Open Market
Value Method

31 December 2003

Mr. P.B Kalugalagedara,
Chartered Valuation
Surveyor

Land and Buildings of Rajawella Hotels Ltd.

Land and Building
Method

31 March 2005

Mr. R.G Wijesinghe,
Consultant Valuer
and Assessor

Leasehold Land, Buildings and other properties of
of Yala Village (Pvt) Ltd.

Land and Building
Method

20 October 2005

Mr. R.G Wijesinghe,
Consultant Valuer

Land and Buildings owned by John Keells
Holdings Ltd.

Open Market
Value Method

31 March 2006

Mr. G.J Sumanasena,
Incorporated Valuer
and Assessor

Land and Building of Whittall Boustead Ltd.

Open Market
Value Method

31 March 2006

Mr. G.J Sumanasena,
Incarporated Valuer

Land and Building of John Keells Ltd.

Open Market
Value Method

31 March 2006

Mr. G.J Sumanasena,
Incarporated Valuer

Mattakuliya Property of Keells Realtors Ltd.

Open Market
Value Method

31 March 2006

Mr. G.J Sumanasena,
Incorporated Valuer

Land and Buildings of Mackinnon and Keells
Financial Services Ltd.

Contractors Test
Method

31 March 2006

Mr. G.J Sumanasena,
Incorporated Valuer

(Other Land and Buildings owned by companies
in the Group

Land and Building
Method

31 March 2003
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The carrying amount of revalued Land and Buildings if they were carried at cost less depreciation, would be as follows

- Group

2006 2005
Cost 6,736,059 5,252,201
Accumulated Depreciation (1,094,226) (1,078,574}
Carrying Value 5,641,833 . 4,173,627

12.5 Finance Leases
Property, Plant and Equipment include capitalised Finance Leases and leasehold rights on land. The carrying value of these assets are as

follows:
Accumulated o ~ Group
Cost  Depreciation 2006 - 2005
Land and Building 351,613 (28,614) 922,999 1,458,475
Immature / Mature Plantations - - - 221528
Plant and Machinery 13,000 (4,335) 8,665 : 22,343
Equipment, Furniture and Fittings _ 5,840 (4,267) 1,573 9,226
Motor Vehicles - - ‘ - 1,269
Others - - - 36,550
970,453 (37,216} 933,237 1,750,391
12.6 Leasehold Land
Land Extent
Property {in Acres) Lease Period Rental
A.  Finance Leases
Ceylon Cold Stores Ltd.
Slave Island Complex 225 Annual lease Rs. 26,365 per annum
013 97 vears from 1-1-1927 Rs. 380 per annum
0.78 99 years from 1-2-1926 Rs. 2,400 per annum
Rajawella Hotels Ltd. 10.00 95 years and 10 months from Rs. 234,782 per annum

2-2-2000

Tea Smallholder Factories Ltd.
Peliyagoda 0.99 99 years from 1-4-1999 Rs. 22,540 per annum
from 2001/2002

Karawita 498 50 years from 15-8-1997 Rs. 82,184 per annum
from 2001/2002

Trans Asia Hotels Ltd.
Colombo 7.65 99 years from 7-8-1996 Rs. 1,436,363 per annum

B.  Operating Leases
Ceylon Holiday Resorts Ltd.

Bentota Beach Hotel 8.32 30 years from 1-5-1998 with Rs. 3,600,000 per annum
provision to renew
Coral Gardens Hotel 4.36 55 years from 28-10-1982 Rs. 418,800 per annum
Fantasea World Investments (Pte) Ltd. 13.42 25 years from August 1997 No Rental

Club Hakuraa, Republic of Maldives

Habarana Complex

“Chaaya Village Habarana” 9.34 30 vears from 1-4-2004 Rs. 84,000 per annum
"The Lodge” 15.20 30 years from 2-11-1981 Rs. 36,450 per annum
10.27 30 years from 7-7-1981 Rs. 20,250 per annum
Jaykay Marketing Services (Pvt) Ltd
Negombo Road, Wattala 030 20 years from 1-1-1996 Rs. 327,443 per annum
Galle Road, Mount Lavinia 0.24 12 years from 1-9-2003 Rs. 1,860,000 per annum
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Land Extent

Property (in Acres) Lease Period Rental
John Keells Ltd.
Land fronting the Beira Lake 0.50 Annual Lease Rs. 7,740 per annum
John Keells Warehousing (Pvt) Ltd. 6.00 7 years from 19-9-2001 Rs. 1,089,000 per annum
Muthurajawela
Keells Food Products Ltd 3.26 10 years from 1-9-1999 Rs. 187,500 per annum,
Ekala, Ja-Ela increased by 3% per annum.
Sports and Recreation Bentota (Pvt) Ltd. 2.89 30 years from 1-5-1998 with Rs. 204,000 per annum
Club Intersport provision to renew
Tea Smallhoider Factories Ltd.
Hingalgoda 94.07 30 years from 30-10-1985 Rs. 4,701 per annum
Travel Club (Pte) Ltd. 17.19 11 years and 147 days from USD 350,000 per annum
Velidhu Island Resorts, Republic of Maldives 1-11-1996
Yala Vitlage {Pvt) Ltd. 10.00 30 years from 27-11-1997 Rs. 18,000 per annum

12.7 Exchange Gain

Additions to Property, Plant and Equipment include exchange differences arising from the translation of balances to Sri Lanka Rupees.

- Group
2006 2005
Land and Building 13,223 11,229
Plant and Machinery 1,528 1,283
Equipment, Furniture and Fittings 241 2,021
Motor Vehicles 249 197
Others 782 103
18,193 14,833

12.8 Group Land and Building with a carrying value of Rs. 858 mn (2005 - Rs. 411 mn) have been pledged as security for term loans obtained,

details of which are disclosed in Note 76.3.

12.9 Group Property, Plant and Equipment with a cost of Rs. 1,648 mn (2005 - Rs. 1,448 mn} have been fully depreciated and continue to be in
use by the Group. The cost of fully depreciated assets of the Company amounts to Rs. 53 mn {2005 - Rs. 38 mn).

Franchise Group
As at 31st March Fees Goodwill 2006 2005
In Rs. "000s
13 INTANGIBLE ASSETS
Cost
At the beginning of the year 36,859 1,303,599 1,340,458 1,059,079
Additions / Transfers 574 54,810 55,384 295,434
Adjustment due to Deemed Disposal and Restructuring - - - {14,055)
Adjustment due to Sale of Non-Current Investments - (376,632) (376,632) -
At the end of the year 37,433 981,777 1,019,210 1,340,458
Accumulated Amortisation
At the beginning of the year (6,280} (394,428 {400,708) (340,762)
Transfers - - - 21,232
Amortisation (3,977} (69,508) {73,485) (81,178)
Adjustment due to Sale of Non-Current Investments - 76,863 76,863
At the end of the year (10,257) (387.073) (397,330) (400,708)
Net Carrying Value 27,176 594,704 621,880 939,750
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Group ] Company

As at 31st March Note = 2006 2005 | 2006 2005
In As. ‘000s ‘ ! |

14 INVESTMENTS
14.1 Carrying Value
Investments in Subsidiaries

Investments Consolidated ‘ :
Quoted 142 - - 10,241,005 10,635,364

Unguoted 143 - - + 2,579,966 2,514,932
investments not Consolidated i :
Unquoted 144 5,565 5,565 5,565 5,565
5,565 5,565 12,826,536 13,155,861
investments in Joint Ventures 14.5 30,161 - 30,161 -
35,726 5,565 12,856,697 13,155,861
Investments in Associates 14.6 3,540,289 2,626,499 1,665,947 1,437,722
Cther Investments
Quoted 14.7 30 3,972 : - -
Unguoted 14.8 124,898 138,823 ; 94,507 94,507
124,928 142,795 94,507 94,507
3,700,943 2,774,859 . 14,617,151 ‘ 14,688,090
» Group Company
As at 31st March Number of 2006 2005 Number of 2008 2005
In Rs. ‘000s Shares Shares

14.2 Group Quoted Investments

Asian Hotels and Properties Ltd. 185,530,612 5,564,807 5,564,807 185,530,612 5,564,807 5,564,807
Ceylon Cold Stores Ltd. 12,331,038 : 190,599 190,589 10,010,111 177,562 177,562
Ceylon Cold Stores Ltd.- Preference Shares 18 1 1 118 1] 1
Ceylon Holiday Resorts Ltd. - 564,732 - - -
Habarana Lodge Ltd. - - 467,659

International Tourists and Hoteliers Ltd. - 246,374 - - -
John Keells Hotels Ltd. 53,080,055 2,611,753 2,611,753 53,060,055 2,611,753 2,611,753
John Keells Ltd. 11,551,396 177,748 54,271 11,551,396 177,748 35,606
Kandy Walk Inn Ltd. - 365,830 - - -
Keells Food Products Ltd. 3,784,755 7. 74,922 2,553,420 51,003 45,998
Mercantile Leasing Ltd. - 541,506 - 541,506
Namunukula Plantations Ltd. - 417,996 - - -
Tea Smallholder Factories Ltd. 5,643,000 63,466 63,466 5,643,000 63,466 63,466
Trans Asia Hotels Ltd. 46,026,821 2,254,710 2254710 24,321,064 1,594,665 1,594,665

10,940,795 13,418,626 10,241,005 10,635,364

Market Value of these Quoted Investments were Rs. 23,748 mn (2005 - Rs. 20,435 mn) and Rs. 20,749 mn {2005 - Rs. 15,614 mn) for the
Group and Company respectively.
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14.3

Group Company

As at 31st March Number of 2006 2005  Number of 2008 2005
In Rs. '000s Shares Shares
Group Unquoted investments
Allied Properties Ltd. - - 350,000 -
Ceylon Haoliday Resarts Ltd. 7721618 564,792 - - -
Chartersoft Ltd. - - 15,063 - 15,083
Crescat Restaurants (Pvt) Ltd. 400,000 4,000 1,000 - - -
DHL Keglts (Pvt) Ltd. 1,000,000 10,000 10,000 1,000,000 10,000 10,000
Elephant House Farms Ltd. 400,000 4,000 4,000 - - -
Fantasea World Investments (Pte) Ltd. 7,297 433,708 433,708 -
Habarana Lodge Ltd. 6,985,408 467,828 - -
Habarana Walk Inn Ltd. 2,452,268 211,289 210,964 - -
InfoMate (Pvt) Ltd. 2,000,000 20,000 - 2,000,000 20,000
International Tourists and Hoteliers Ltd. 7,536,970 247,129 - -
J K Capital (Pvt) Ltd. 24,000,000 240,000 - 24,000,000 240,000 -
J K Packaging (Pvt) Ltd. 1,450,000 - 14,500 1,450,000 - 14,500
JayKay Marketing Services (Pvt) Ltd. 39,800,000 422,892 315,343 - - 15,720
John Keells Business Systems (UK) Ltd. 98 9 S 98 9 9
John Keells Computer Services (Pvt) Ltd. 9,650,000 96,500 96,500 9,650,000 986,500 96,500
John Keells Conventions (Pvt) Ltd. 50,000 - - 50,000 - -
John Keells Maldivian Resorts {Pte) Ltd. 7,096,736 1,137,424 1,137,424 - - -
John Keells Office Automation (Pvt) Ltd. 500,000 5,000 5,000 500,000 5,000 5,000
John Keells Singapore (Pte) Ltd. 160,000 4,209 4,209 160,000 4,209 4,209
John Keslls Software Technologies (Pvt) Ltd. 800,000 - - 800,000 - -
John Keells Stock Brokers (Pvt) Ltd. 750,000 500 500 180,000 120 120
John Keells {Teas) Ltd. 12,000 120 120 12,000 120 120
John Keells Warehousing {Pvt) Ltd. 12,000,000 120,000 120,000 - - -
Kandy Walk Inn Ltd. 5,149,421 366,379 - - - -
Keells Business Systems Ltd. 1,500,000 15,000 15,000 1,500,000 15,000 15,000
Keells Consultants Ltd. 15,700 1,299 1,299 15,700 1,299 1,299
Keells Hotel Management Services Ltd. 1,000,000 19,055 19,055 1,000,000 19,055 19,055
Keells Plantation Management Services (Pvt) Ltd. - - 141,401 - - 141,401
Keells Realtors Ltd. 7,500,000 75,000 75,000 3,000,000 30,000 30,000
Keells Restaurants (Pvt) Ltd. 4,600,000 46,000 45,000 3,500,000 35,000 35,000
Keells Shipping (Pvt) Ltd. 50,000 502 502 50,000 502 502
Keells Tours {Pvt) Ltd. 550,000 250 250 550,000 250 250
Lanka Marine Services Ltd. 34,805,470 1,325,218 1,325,218 34,805,470 1,325,218 1,325,218
Mack Air Ltd. 500,000 60 860 500,000 60 60
Mack Air Services Maldives (Pte) Ltd. 4,900 2,035 2,035 4,700 2,021 2,021
Mack International Freight (Pvt) Ltd. 300,000 69 69 300,000 69 69
Mackinnon and Keells Financial Services Ltd. 1,080,000 12,806 12,806 972,000 11,912 11,912
Mackinnon Mackenzie and Company (Shipping) Ltd. 500,000 14,200 14,200 - - -
Mackinnon Mackenzie and Company of Ceylon Ltd. 9,000 - - 6,600 - -
Mackinnons American Express Trave! (Pvt) Ltd. 350,000 161 161 350,000 161 161
Mackinnons Tours {Pvt) Ltd. 300,000 131 131 300,000 131 131
Matheson Keells Air Services (Pvt) Ltd. 94,921 - - 94,921 - -
Matheson Keells Enterprises (Pvt) Ltd. 627,999 627,999
Matheson Keells Enterprises {Pvt) Ltd.

- Redeemable Non Voting Preference Shares 2,600,000 41,098 49,230 2,600,000 41,098 49,230
Mercantile Leasing (Financial Services) Ltd. - - 1 - -
MLL Insurance Brokers Ltd. - - 500 - - -
Mortlake Ltd. 300 327,240 327,240 300 327,240 327,240
Nature Odyssey (Pvt) Ltd. 10,000 100 100 10,000 100 100
Nexus Networks (Pvt) Ltd. 10,000 100 100 10,000 100 100
P&O Nedlloyds Keells (Pvt) Ltd. - - 150 - - 150
Rajawella Hotels Ltd. 2,000,000 20,000 20,000 -
Resort Hotels Ltd. 75,007 750 750
Sports and Recreation Bentota (Pvt) Ltd. 1,000,002 40,000 40,000 - - -
Transware-Logistics (Pvt] Ltd. 11,000,000 111,100 111,100 11,000,000 111,100 111,100
Travel Club (Pte) Ltd. 29,059 302,640 302,640 - -
Trinco Walk Inn Ltd. 3,000,000 95,940 95,940
Unawatuna Walk Inn Ltd. 2,432,150 40,155 40,155 - -
Walkers Air Services Ltd. 750,000 7,503 7,502 750,000 7,503 7,503
Walkers Tours Ltd. 4,923,002 127,973 127,973 4,923,002 127,973 127,973
Whittall Boustead (Travel} Ltd. 750,000 40,984 40,984 675,000 40,935 40,935
Whittall Boustead Ltd. 9,918,880 133,382 133,382 7,258,264 106,590 106,590
Whittall Boustead Ltd. - Preference A 1525 152 152 1,525 152 152
Whittall Boustead Ltd. - Preference B 54,320 539 539 54,320 539 539
Wirawila Walk Inn Ltd. 1,500,000 21,885 21,885 - - -
Yala Village (Pvt) Ltd. 7,500,000 75,000 -
Yala Village (Pvt) Ltd.- Non Voting Preference Shares 10,000,000 100,000

1,354,106 5,691,850 2,579,966 2,514932

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPQRT 2005 - 2008 1 39




Group ____Company
As at 31st March Number of 2006 . 2005 Number of | 2006 2005
In Rs. 000s Shares ! Shares
14.4 Investments in Subsidiaries Not Consclidated |
Colombo Life Assurance Ltd. 10,072 |
Elephant House (ices) Ltd. 7 - - - - -
Facets Ltd. 15,000 450 | 450 15,000 | 450 450
Keells Exports Ltd. 250,000 - - 250,000 - -
Keells Systems Integrators Ltd. 500,000 5,115 5,115 500,000 5115 5,115
Lakruwan Gems Ltd. 5,600 - - 500 - -
5,565 | 5,565 | 5,565 - 5 565
145 [nvestments in Joint Ventures ‘ ‘
Not Consolidated ‘
Information Systems Associates 49 30,161 | 49 ; 30,161 :
30,161, ‘ 30,161
146 Investments in Associates ;
Quoted | ‘
Nations Trust Bank Ltd. 37,610,014 664,111 238,750 25157200 | 403,087 191,000
Union Assurance Ltd. 9,242,109 302,907 : 286,918 6,560,457 268,232 252,244
Unquoted _
South Asia Gateway Terminals (Pvt) Ltd. 99,447,756 994,478 994,478 99,447,756 994,478 994,478
Maersk Lanka {Pvt) Ltd. 30.000 150 - 30,000 | 150" -
Profit Accruing to the Group 1,144,685 847,231 ! -
Adjustment on Account of Associate Company :
Share of Net Assats 514,505 - 305,584 -
{Goodwill) / Negative Goodwill on Acquisition of Associates . (80,547): (46,462) - -
3,540,289 2,626,499 1,665,947 . 1,437,722
Group Company
As at 31st March Numberof =~ 2006 2005 Numberof [~ 2006 2005
In Ais. "000s Shares Shares !
}f
147 Other Quoted Investments |
Asia Capital Ltd. 502 |
Central Finance Company Ltd. - - 1 ‘
Ceylon Hotels Corporation 500 30 43 }
Colombo Fort Land & Building Co. Ltd. 65 45 1
DFCC Bank - 15 i
Hatton National Bank Ltd. 1,270 -
Hayleys Ltd. - 254
Hunter and Co. Ltd. 750 - -
Lanka Ceramics Ltd. - 69
Lanka Orix Leasing Company Ltd. 1
Lanka Walltiles Ltd. 270
Magpek Exports Ltd. - - -
Merchant Bank of Sri Lanka 62
National Development Bank 950
Pelwatta Sugar Co. Ltd. 176
Rovyal Ceramic {Lanka) Ltd. - 248
Seylan Bank Ltd. - 66
Veyangoda Textiles Ltd. - - }
30 3972 ‘ -

Market Value of Investments in Quoted Asscciate and Other Quoted Investments were Rs. 1,911 mn (2005 -
(2005 - Rs. 664 mn) for the Group and Company respectively.
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14.8

14.9

_ Growp _ Company.
As at 31st March Number of 2006 2005 Number of 2006 2005
In Rs. '000s Shares Shares
Other Unquoted Investments
AEN. Palm Qil Processing (Pvt) Ltd. - - 13,915
ACW Insurance Co. Ltd. 450,000 1,269 | 1,269 - - -
Asia Power {Pvt} Ltd. 777,055 79,507 ‘ 79,507 777,055 79,507 79,507
Clunes Estates Co. Ltd. 450 - - - - -
Credit Information Bureau of Sri Lanka - - 10 -
Galoya Valley Food Products & Company Ltd. 1,000 - - -
Hattawa Rubber Co. Ltd. 150 - -
Hill School Company Ltd. 100 - -
Lady Havelock Garden Co. Ltd. 10,800 - -
Lanka Glass Manufacturers { Pvt) Ltd. 250,000 - 250,000 -
Matheson Bosanquet Enterprises Ltd. 105,988 - -
Niriwatte Co. Ltd. 2,106
Peacock Sasani Estate 725 - -
Pyramid Unit Trust 310,000 3,100 3,100
R.E.A. Holdings Plc. 500 - -
Rainforest Ecolodge (Pvt) Ltd. 2,500,000 25,000 25,000 - - -
Rajawella Holdings Ltd. 3,000,000 15,000 : 15,000 3,000,000 15,000 15,000
Rakawana Ltd. 101 - - - - -
SLFFA Cargo Services Ltd. 64,642 716 716
Sri Lanka Hotel Tourism Training Institute 15,004 150 150
Sri Lanka Port Management &

Consultancy Services Ltd. 100 1 1
TCI Hotels {Lanka) Ltd. i - -
The St. Heliers Teas Company Ltd. 150 - -
The York Company Ltd. 100 1 1 -
Theresias Estates Company Ltd. 1,350 - - -
Uplands Tea Estates of Ceylon 2,692 -
Upper Maskeliya Co. State 2,327 - - -
Veyangoda Textiles Ltd. 130,000 - 130,000 -
Wariyapola Ltd. 501 - - -
Whitmine and Gem Exports Ltd. 32,500 - - -
Whittall Estate & Agencies Ltd. 15,352 154 154 -

124,898 : 138,823 94,507 94,507

Total Value of Investments including Subsidiaries 21,995,844 21,885,335 14,617,151 14,688,090
Group Investments i (18,294,901) (19,110,476) - -
Total Value of Investments 2,774,859 . 14,617,151 14,688,090

3,700,943

Directors' valuation of Other Unguoted Investments referred in to in Notes 14.3, 14.4, 14.5,

Rs.2,710.2 mn for the Group and Company raspectively.

14.7 and 14.8 amounts to As. 160.6 mn and

Group Company
As at 31st March T 2006 2005 - 2006 2005
In Rs. 000s ‘
Movement
At the beginning of the year 2,774,859 2,299,629 14,688,090 10,882,911
Additions 474,161 13,920 375,223 4,268,889
New Acquisitions - 4,181 290,311 543,527
Disposals and Transfers (3,940) (21,813 (695,216) (928,333)
Adjustment due to Sale of Non-Current Investments (16,427} - - -
Net Movement in Fall in Value of Investments - {41,257) (78,904)
Adjustment on Account of Assaciate Company Share of Net Assets 208,921 263,405 -
Share of Profits of Associate Companies 297,454 189,802
(Goodwill)/Negative Goodwili on Associate Companies (34,085) 25,735
At the end of the year 2,774,859 14,617,151 14,688,090

3,700,943 |
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Except for the following companies, all other investments are at a par value of Rs. 10 per share

Ceylon Cold Stores Ltd. Rs. 8
Fantasea World Investments (Pte) Ltd. MRF 10
John Keells Business Systems {UK) Ltd. GBP 1
John Keells Maldivian Resorts (Pte) Ltd. MRF 10
John Keells Singapore (Pte) Ltd. SGD 1
Mack Air Services Maldives {Pte) Ltd. MRF 10
Matheson Keells Air Services (Pvt) Ltd. INR 10
Matheson Keells Enterprises (Pvt) Ltd. INR 10
Travel Club (Pte) Ltd. MRF 10

Group Effective Holding percentages in Subsidiary and Associate companies are disclosed in the Group Directory on pages 169 and 170.

Group . Company

As at 31st March ' 2008 2005 - 2006 2005
In As. '000s
15 INVESTMENT PROPERTY

At the beginning of the year - - -

Reclassified from Praperty, Plant and Equipment 1,475,694 - 350,143

Change in Fair Value on adoption of SLAS 40 751,232 - 359,845

Fair Value as of 1 April 2005 2,226,926 - 709,988

Additions 13,875 - 1,540

Change in Fair Value during the year 226,645 - 88,472

At the end of the year 2,467,446 - 800,000

In compliance with the Transitional Provisions of SLAS 40 (Revised 2003), the Revaluation Surplus relating to Investment Property as at 1 April
2005 amounting to Rs. 559.7 mn for the Group and Rs. 284.5 mn for the Company, and the Change in Fair Value arising on the valuation as of 1
April 2005, of Rs. 751.2 mn and Rs. 359.8 mn for the Group and Company respectively, have been credited to Retained Earnings.

As a result of the valuation of investment properties as at 31 March 2006 the gain arising from the change in Fair Value during the vear, of
Rs. 226.6 mn and Rs. 88.4 mn for the Group and Company respectively, has been credited to the Income Statement.

Property Method of Valuation Valuer

Keells Realtors Ltd. Investment Method Mr. G. J. Sumanasena, Incorporated Valuer
Nawam Mawatha, Colombo 2

Asian Hotels and Properties Ltd. Investment Method Mr. P. B. Kalugalagedera, Chartered Valuation Surveyor
Crescat Boulevard, Colombo 3

Trans Asia Hotels Ltd. Accredited Contractor basis M/S A. Y Daniel & Son, Incorporated Valuer
Commercial Centre, Colombo 2

Tea Smaltholder Factories Ltd. investment Method Mr. G. J. Sumanasena, Incorporated Valuer
Store Complex, Peliyagoda
The Investment Property of John Keells Holdings Ltd. was valued by Mr. G. J Sumanasena, Incorporated Valuer using the Open Market Value

Method of valuation for both 1 April 2005 and 31 March 2006.

Rental Income earned from Investment Property by the Group and Company amount to Rs. 149 mn and Rs. 34 mn, respectively. Direct Cperating
Expenses incurred by the Group and Company amounted to Rs. 74 mn and Rs. 10.5 mn, respectively.
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Group __ Company
As at 31st March 2006 2005 2006 2005
In Rs. ‘000s
16 OTHER NON-CURRENT ASSETS
Bottles 446,176 452,733 -
Work-in-Progress and Unsold Apartments 271,427 334,509 -
Operating Lease Prepayments 140,895 50,003
Lease and Rental Recoverable 1,496,356
Loans and Advances 205,400 31,708 - -
Loans to Subsidiaries - - 65,906 92,601
Others ‘ 10,068 13614 - -
1,079,966 2,378,923 65,906 92,601
. Group — Company
As at 31st March 2006 2005 2006 . 2005
In Rs. '000s ‘
17  INVENTORIES
Raw Materials 169,901 128,447
Work-in-Progress 28,448 19,973 -
Finished Goods 1,398,271 1,027,112 -
Produce Stocks 141,744 136,476 - -
Other Stocks 345,079 330,752 874 917
2,083,443 1,642,760 874 917
~ Group ~_ Company
As at 31st March Note 2006 2005 2006 2005
In Rs. '000s
18 TRADE AND OTHER RECEIVABLE
Trade and other Receivable 4,012,621 5,392,635 73,873 259,325
Tax Refunds 950,806 795,420 14,141 14,141
Loans to Executives 18.1 300,179 240,500 251,242 199,902
5,263,606 6,428,555 339,256 473,368
18.1 Loans to Executives
At the beginning of the year 240,500 207,590 198,902 186,475
Loans Granted 188,284 . 106,909 137,096 86,741
New Acquisitions - 23,733 - -
Loans Recovered (105,897} {97.732) {85,756) (73,314}
Adjustment due to Sale of Non-Current Investments (22,708) - - -
At the end of the year 300,179 240,500 251,242 199,902
- _ Group . Company
As at 31st March 2006 2005 2006 2005
In Rs. '000s
19 SHORT TERM INVESTMENTS
Treasury Bills 1,185,349 1,071,684 12,500
Commercial Papers - 321,334 -
Fixed and Call Deposits 1,352,379 1,637.40 -
2,537,728 3,030,419 12,500
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As at 31st March 2006 2005

Number of Value of Number of Value of
Shares Shares Shares Shares
; in "000s Rs. 600 in '000s Rs. 000
|20 SHARE CAPITAL
3 Authorised
1,000,000,000 Ordinary Shares of Rs. 10 each * 1,000,000 10,000,000 1,000,000 10,000,000
Issued and Fully Paid
As Ordinary Shares of Rs. 10 each
At the beginning of the year 330,923 3,309,234 299,436 2,994,364
Share Options Exercised 2,036 20,356 1,532 15,324
Bonus Issue 66,196 661,961 29,955 299,546
At the end of the year . 399,155 3,991,551 330,923 3.309,234
As Global Depository Receipts (GDRs)
with each GDR representing two Ordinary Shares
At the beginning of the year 710 7,099 645 6,454
Bonus Issue 142 1420 65 645
At the end of the year 852 8,519 710 7,099
Total Issued and Fully Paid Capital 400,007 4,000,070 331,633 3,316,333

The Company granted a Bonus Issue of one Ordinary Share for every five existing Ordinary Shares {2005 - 1:10 Qrdinary Shares} held on 3 June
2005.

12,011,636 shares (2005 - 11,928,384) have been reserved to be issued under the Employee Share Option Plan as at 31 March 2006. The number
of issued and fully paid shares is disclosed in the Director’s report on pages 108 and 109

Group Company
As at 31st March Note® = 2006 2005 © 2006 2005
In Rs. '000s
21 CAPITAL RESERVES
Share Premium 211 5,205,207 5,778,803 5,205,203 5,778,799
Revaluation Reserve 212 . 1,959,778 1,178,326 - 284,538
Exchange Translation Reserve 21.3 618,070 518,515 - -
Other Capital Reserves 214 418,640 418,640 - -
8,201,695 7,894,284 5,205,203 8,063,337

21.1 Share Premium consists of amaunts received in excess of the par value of the shares issued by the holding company.

21.2 Revaluation Reserve consists of the net surplus on the revaluation of Property, Plant and Equipment as described in Note 12.
The unrealised surplus cannot be directly distributed to shareholders.

21.3 Exchange Translation Reserve comprises the net exchange movement arising on the translation of net equity investments of overseas
subsidiaries into Sri Lanka Rupees.

21.4 Other Capital Reserves comprises Capital Redemption Reserve funds arising from the redemption of Preference Shares of Subsidiaries.
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. Group Company
As at 31st March Note 2006 2005 2006 2005
In Rs. '000s
22  REVENUE RESERVES
General Reserve 22.1 3,370,775 2,888,844 2,100,000 1,600,000
Investment Equalisation Reserve 2272 75,000 75,000 75,000 75,000
Dividend Reserve 22.3 1,585,169 1,585,169 1,519,322 1,519,322
Other Revenue Reserves 224 5,030,944 4.549,013 3,694,322 3,194,322
Accumulated Profit 5,712,005 3,056,176 1,289,375 590,507
7,605,189 4,983,697 3,784,829

10,742,949

22.1 General Reserve represents amounts set aside by Directors for future expansion, and to meet any contingencies.

22.2 Investment Equalisation Reserve comprises amounts set aside by the Directors for Fall in Value of Long Term Investments of the Company.

22.3 Dividend Reserve represents amounts available for equalising Dividend payments.

22.4 Movement of Other Revenue Reserves - Group

Investment Total Other
General Equalisation Dividend Revenue
Reserve Reserve Reserve Reserves
As at 1 April 2004 1,881,987 75,000 1,171,322 3,128,309
Disposals and Changes in Holding (8,217) - {3,978} {12,195)
Reserved during the year
General Reserve 1,015,074 - 1,015,074
Dividend Reserve - - 417,825 417,825
As at 31 March 2005 2,888,844 75,000 1,585,169 4,549,013
Disposals and Changes in Holding (16,574) (16,574)
Transfers (1,495) (1,495)
Reserved during the year
General Reserve 500,000 500,000
As at 31 March 2006 3,370,775 75,000 1,585,169 5,030,944
Group
As at 31st March 2006 2005
in Rs. '000s
23 MINGRITY INTEREST
At the beginning of the year 3,715,890 4,939,611
Movement in Reserves 191,373 (2,501}
New Acquisitions 17,395 -
Adjustment on Account of Changes in Holding {5,788} (1,309,906)
Adjustment due to Sale of Non-Current Investments (396,559} -
Profit Attributable to Minority Shareholders (Net of Dividends} 143,821 88,686
As at the end of the year 3,666,132 3,715,890
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o Group
As at 31st March 2006 2005
fn Rs. ‘000s

24 NEGATIVE GOODWILL

Cost
At the beginning of the year 1,676,666 1,593,073
Additions/Transfers (17,112} 83,827
Adjustment due to Deemed Disposal and Restructuring - (234)
Adjustment due to Sale of Non-Current Investments (197,677) -
At the end of the year - 1,461,877 1,676,666
Accumulated Amortisation
At the beginning of the year - (356,912) (300,440)
Transfers ‘ 5,294 21,232
Amortisation {78,151) {77.704)
Adjustment due to Sale of Non-Current Investments 14,414 -
At the end of the year (415,355) (356,912)
Net Carrying Value 1,046,522 1,319,754
] ~ Group
As at 31st March 2006 2005
In Rs. "000s
25 NON-INTEREST BEARING BORROWINGS ‘
At the beginning of the year : 35,000 35,000
New Acquisitions - 165
Repayments - (165)
At the end of the year 35,000 35,000
Repayable within One Year 20,000 20,000
Repayable after One Year 15,000 15,000
‘ 35,000 35,000
o ~ Group Company
As at 31st March 2006 2005 2006 2005
In Bs. '000s !
26  INTEREST BEARING BORROWINGS
26.1 Movement
At the beginning of the year . 3,441,300 1,963,164 930,131 . 909,251
Additions | 1,617,800 685,738 - 200,000
Transfers j - 134 - -
New Acquisitions , - 1,505,425
Adjustment due to Sale of Non-Current Investments (1,867,226) - - -
Repayments o (702,994) {(713,167) (165,157} (179,120}
At the end of the year 2,488,880 3.441,300 . 764,974 930,131
Repayable within One Year © 445015 655,012 - 164,974 165,157
Repayabie after One Year . 2,043,865 2,786,288 ' 600,000 764,974

2,488,880 3,441,300 © 764,974 930,131

e

Group Interest Bearing Borrowings include Finance Lease Obligations amounting to Rs. 13.5 mn {2005 - Rs. 307.1 mn), details of which are
disclosed in note 26.2.
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- Group
As at 31st March 2006 2005
in Rs. '000s
262 Finance Leases
At the beginning of the year 307,135 311,665
Additions 11,000
New Acquisitions 3.871
Adjustment due to Sale of Non-Current investments (283,126)
Repayments {10,489) {19,401}
At the end of the year 13,520 307,135
Finance Lease Obligations Repayable within 1 Year
Gross Liability 2,101 31,934
Finance Charges (52) {14,437)
Net Lease Obligation 2,049 17,497
Finance Lease Obligations Repayable between 1 and 5 Years
Gross Liability 5,746 545,475
Finance Charges (262,999)
Net Lease Obligation 5,746 282,476
Finance Lease Obligations Repayable after 5 Years
Gross Liability 5,125 7,162
Finance Charges - -
Net Lease Obligation 5,725 7,162
26.3 Security and Repayment Terms
lending  Nature of Interest Rate Repayment 006 2005
Institution  Facility and Security Terms
John Keells Holdings Ltd. SCB Term Loan 1B rate+2.7%, Land, Building Bi-annual repayment over 5 64,719 129,438
and Shares years from the date of each
draw down commencing
May 2002
NDB Term Loan 8.5%, Walk in Type Canopy and 48 monthly installments 255 , 693
Accessories commencing Oec 2002
NDB Term Loan 10.25%, Unsecured 4 Bi-annual repayments 100,000 : 200,000
commencing June 2005 :
WML Term Loan 10.5%, Unsecured On 18-2-2008 500,000 . 500,000
WML Term Loan 9.54%, Unsecured On 29-7-2008 100,000 | 100,000
764,974 930,131
Group Companies
Asian Hotels and Properties Ltd.
Cinnamon Grand NDB Term Loan 9.38%, Land and Shares of 36 monthly installments 38,244 103,800
Trans Asia Hotels Ltd. commencing Nov 2003
Commercial  Term Loan 12% first year and at AWPLR 13 quarterly installments 800,000
Bank thereafter, Unsecured with a grace period
of 18 months
HNB Term Loan AWPLR, Unsecured 24 monthly installments 350,000
with 2 grace period
of 18 manths
Crescat Division NDB Finance Lease 8 1,419
Ceylon Cold Stores Lid. NDB Term Loan 10.5%, Unsecured 60 monthly installments 133,333 233,333

commencing Aug 2004
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26.3 Security and Repayment Terms

Lending Nature of Interest Rate Repayment ‘ 2008 2005
Institution  Facility and Security Terms
Habarana Walk Inn Ltd. HNB Term Loan 11.98%, Corporate Guarantee of Bi-annual repayment 115,000
Keells Hotels Ltd. over 5 years with a

grace period of 1 year

Jaykay Marketing Services (Pvij Ltd. ~ HNB Term Loan 6 month TB rate+1.35%, 60 monthly installments 61,250 82,250
Negative pledge of Stocks commencing
and debtors of Keslls Super March 2004
Mt. Lavinia, Nugegoda
and Borella

John Keells Warehousing (Pvt} Lid. Deutsche  Asset Backed 21.98%, Corporate Guarantee of Repayment aver 10 years 83,370 85,983

Bank Notes John Keells Ltd. commencing May 2003
Keells Foods Products Ltd. HNB Term Loan 6 month TB Rate+1.75% p.ato 36 monthly installments 50,500 70,000
be reviewed bi-annually commencing June 2004,
Negative pledge over Land with a grace period of 1 year
and Building at Ekala, Jaela
Keells Restaurants (Pvt) Ltd. NTB Corporate 6 month TB Rate + 1% 36 manthly installments 50,000 50,000
Debt Note Money Market, Unsecured commencing Sept 2006
HSBC Term Loan 9.3%, Unsecured 12 querterly installments | 23,333 36,667
commencing Sept 2004
Mackinnon and Keells Financial ~ NOB Term Loan 8.5%, Unsecured 60 monthly installments 163 314
Services Ltd. commencing May 2002
Trans Asia Hotels Ltd. UDA Finance Lease 12,906 14,343
Tea Smallholder Factories Ltd. CFL Finance Lease 604 1,421
Whittal Boustead Lid. Debenture 7.5%, Unsecured 195 195
Yala Village (Pvt) Ltd. BOC Term Loan AWPLR-1.2%, Unsecured Quarterly repayments © 5,000

aver b years commencing
March 2007, with a grace
period of 1 year

Facilities Settled During The Year
Asian Hotels and Properties Ltd.

Crescat Division - 1,700
Ceylon Holiday Resorts Ltd. ‘ - 139
Tea Smallholder Factories Ltd. ‘ - 14554

Comparatives Relating to Companies Disposed

Mercantile Leasing (Financial Services) Ltd. - 2,000
Mercantile Leasing Ltd. - 1,303,085
MLL Insurance Brokers Ltd. - 124
Namunukula Plantations Ltd. - 508,842

2,488,880 3,441,300
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Group _Company

As at 31st March o 2006 2005 © 2006 2005
in Rs. '000s
27  DEFERRED TAX LIABILITIES

At the beginning of the year 274,736 348,090 -

Charge/(Release) 26,048 (76,250) -

New Acquisitions ‘ - 2,505 -

Transfers : - 379

Exchange Translation Difference {105) 12

At the end of the year | 300679 274736

Group Company

As at 31st March 2006 2005 © 2006 2005
In Rs. 000s

28

RETIREMENT BENEFIT OBLIGATIONS ‘ !
At the beginning of the year 752,670 : 633,783 68,477 59,021

Provision C 144792 183,407 20,086 16,611
New Acquisitions / Transfers 308 | 7476 - -
Transfers - - -

Adjustment due to Sale of Non-Current Investments {211,070}, - - -
Payments (62,227). (72,167) (14,729) (7,155)
Exchange Translation Difference - 171 - -

At the end of the year . 624,473 752,670 l 73,834 68,477

The Gratuity Liability of the Non-Executive Staff of Ceylon Cold Stores Ltd., is based on the Actuarial Valuation carried out by Messrs. Actuarial &
Management Consultants (Pvt) Ltd., Actuaries, on 26 August 2004. The principle assumptions used in determining the cost of retirement benefits
were:

Interest Rate 11%
Rate of Salary Increase
Clerical 4.07%
Labour 4.06%
Sales Representatives 3.94%
Further Salary Increase 10%
Retirement Age
Clerical and Labour 60 years
Sales Representatives b5 years
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As at 31st March 2006 2005
in Rs. 000s
29  OTHER DEFERRED LIABILITIES
At the beginning of the year 112,413 103,340
Grants Received 4,460 14,298
New Acquisitions -
Amortisation (3,422) (5,225)
Adjustment due to Sale of Non-Current Investments (108,054) -
At the end of the year 5,397 112413
Amounts expected to be Amortised within 1 year 1,635 5,342
Amounts expected to be Amortised after 1 year 3,762 107,071
5,397 112,413
Basis of Amaortisation
Namunukula Plantations Ltd.
\ Plantations Housing and Social Welfare Trust 25% pa. 54,680
| Asian Development Bank 25% & 125% p.a. 32,817
‘ Sri Lanka Tea Board Subsidy 75%p.a. - 1,650
Others 25% &7.5% p.a. 4920
|
! Tea Smallholder Factories Ltd.
! Plantations Housing and Social Welfare Trust 25%pa. 655 673
Sri Lanka Tea Board Subsidy 12.5% p.a. 4,742 6.616
Mercantile Leasing (Financial Services) Ltd. 20% p.a. - 1,057
5,397 112,413
Group Company
As at 31st March 2006 2005 2006 2005
In Rs. '000s
30 TRADE AND OTHER PAYABLES
Trade Payables 2,266,832 2,154,277 - 39
Advances and Deposits 583,379 1,348,117 - -
Sundry Creditors including Accrued Expenses 1,323,474 953,669 203,408 76,830
Other Payables 820,511 519,387 - -
203,408 76,869
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Group
As at 31st March Warranty ~ Maintenance © 2006 2005
in Rs. "000s
31  PROVISIONS
At the beginning of the year 49 2,243 2,292 7,301
Additions - 9,276 9,276 6,356
Utilised - {399) (399) {5,586)
Reversals {2) (9,430) (9,432) {5.779)
At the end of the year 47 1,690 1,137 2,292
To be utilised within one year 47 1,690 1,737 2,292
To be utilised after one year - - - -
47 1,690 1,737 2,292
... Group o Company
As at 31st March 2006 : 2005 j 2006 2005
In RBs. ‘000s
32 INCOME TAX LIABILITIES |
At the beginning of the year 356,513 118,538 17,519 -
Provision 577,631 615,038 13,000 17,518
New Acquisitions - 15,629 - -
Payments and Set off against Refunds {699,938) {392,682) -
Adjustment due to Sale of Non-Current Investments (21,722) - - -
At the end of the year 212,484 356,513 30,519 17,519
_ Group Company
As at 31st March j 2006 2005 2006 2005
In fis. ‘000s
33  SHORT TERM BORROWINGS
Loans 967,020 3,408,256 500,000 1,632,400
Commercial Papers 200,000 - -
967,020 3,608,256 500,000 1,632,400

The Company had pledged part of its Equity Investment to Bank of Ceylon and Seylan Bank as collateral for Short Term banking facilities.
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34.3 Secondary Segments {Geographical Segments, Based on the Location of Assets)

Sri Lanka Asia (excluding Sri Lanka) Others Group Total
2006 2005 - 2006 2005 2006 2005 2006 2005
Revenue 32,317,737 25,660,394 1,162,441 1,109,632 36,388 34,139 33,516,566 26,804,165
Operating Profit/({Lass} 3,242,231 5,809,163 213,182  {2,585,546) 3,058 . (5071,534): 3,458,471 2,722,082
Segment Assets 36,011,273 36519812 1,860,539 1436816 43,102 38,632 37,914,914 37,995,260
Segment Liabilities -10,782,860 14,767,827 504,444 446,834 2,589 2,491 11,289,893 15217152
Purchase of Property, ‘ ‘

Plant and Equipment 3,890,035 2,204,400 372,436 107,473 - 15 4,262,471 2311888
Depreciation . 966,484 964,345 116,924 110,016 51 198 1,083,459 1,074,559
Retirement Gratuity 143,855 183,136 951 27 - 144,792 183,407
Grants and Subsidies Amortised 3,422 5,225 - - - 3,422 5,225
Investment in Assaciate Companies 3,540,289 2,626,499 - - - 3,540,289 2,626,499

35 DIRECTORS' INTEREST IN CONTRACTS
Directars have no direct or indirect interest in any other contracts with the company except for those disclosed under Related Party Transactions
in Note 36.

36  RELATED PARTY TRANSACTIONS
Transactions between the Company and its Subsidiaries, which are Related Parties of the Company, have been eliminated on consolidation and therefore
are not disclosed in this note. Companies within the Group engage in trading transactions at normal commercial terms on an "arms length” basis.

Details of transactions between the Group and Assaciate companies are disclosed below.

Union Assurance Ltd. {UAL) handles the insurance of the Company and its Subsidiaries and an amount of Rs. 239.7 mn {2005 - Rs. 113.8 mn) was
transacted with UAL during the year ended 31 March 2006. Mr. S. C. Ratnayake, Mr. A. D. Gunewardene and Mr. J. R. F. Peiris are Directors of this
Company.

Companies in the Group have obtained banking facilities amounting to Rs. 310 mn {2005 - Rs. 427.5 mn) from Nations Trust Bank Ltd. (NTB}) at
normal commercial rates. The facilities utilised as at the Balance Sheet date was Rs. 125 mn (2005 - Rs. 308.2 mn}. The Group received payment
of Rs. 26.1 mn (2005 - Rs. 41.2 mn) from NTB for services rendered and for equipment supplied. Mr. S. C. Ratnayake, Mr. A. D. Gunewardene,
Mr. G.S. A. Gunesekera, Mr. J. R. F. Peiris and Mr. Easparathasan are Directors of this Company.

Companies in the Group received payments amounting Rs. 30.8 mn {2005 - Rs. 32.4 mn) for services rendered to South Asia Gateway Terminals
(Pvt) Ltd. {SAGT) in the normal course of business, during the year ended 31 March 2006 and paid Rs. 161.3 mn (2005 - Rs. 98.7 mn) to SAGT for
services obtained. Mr. S. C. Ratnayake, Mr. A. D. Gunewardene and Mr. J. R. F. Peiris are Directors of this Company.

37 CONTINGENT LIABILITIES
John Keells Holdings Ltd - Goods and Services Tax (GST) and Value Added Tax (VAT) Assessments
During the year 2004/05 the Company was issued with assessments in respect of GST and VAT for aggregate additional taxes of Rs. 29.2 million
(and penalties of Rs. 17.5 million). The Company has already obtained a 50% hold-over on such assessed taxes and is pursuing a full holdover.

While appeals have been lodged against the assessments, the Company will contest the validity of such assessments in accordance with the
provisions in the Value Added Tax Act, No. 14 of 2002 and Goods and Services Tax Act, No 35 of 1996 for resolution of disputes.

Based on the information available, the Directors are confident that the ultimate resolution of the above contingencies is not likely to have a
material adverse effect on the financial position of the respective company.

Lanka Marine Services Ltd.

Value Added Tax (VAT) refunds amounting to Rs. 310 mn are in dispute with the Department of Inland Revenue. The company contends that the
supply of bunkers to ships constitutes an export that qualifies for zero rating and that it is entitled to a refund of VAT paid on inputs. The
Department of Inland Revenue, which earlier accepted the Company’s claim, has now reversed its position. Legal opinions from independent tax
consultants and independent legal counse! all support the Company's position and the Company intends to pursue its claim in accordance with the
provisions in the Value Added Tax Act, No. 14 of 2002 for resolution of disputes. The appeal made by the Company is currently with the Board of
Review of the Department of Inland Revenue.
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38

Sri Lanka Customs have claimed Rs. 38 mn as Excise Duty and VAT on a single Gas Qil procurement from Ceylon Petroleum Corporation. Legal
opinion received by the Company supports the opinion that the HS Code under which the claim is made is not valid during this period.

Rehabooth (Pte) Ltd. {formerly known as Oxford J international), a bunker broker/barge operator, whaose contract had been terminated by Lanka
Marine Services Ltd {LMS) prior to privatisation, has claimed approximately USD 9.1 mn as damages from LMS for breach of contract. John Keells
Holdings Ltd, as the purchaser of LMS under privatisation, has as per the Share Sale and Purchase Agreement, an indemnity from the Government
of Sri Lanka against any amount that many be payable by LMS in this regard, including cost of litigation.

The Company has also disputed a post privatisation Turnover Tax to the value of Rs. 64 mn levied by the Western Provincial Council on the basis
that its business activity is that of an export. The appeals made by the Company is pending further review by the Western Provincial Council.

Other Contingent Liabilities - Group/Company
Other Contingent Liabilities of the Group as at the Balance Sheet date, on account of guarantees issued to or on behalf of Associate Companies
and other third parties amounted to Bs. 143.6 mn {2005 - Rs. 39.9 mn).

Other Contingent Liahilities of the Company as at the Balance Sheet date, on account of guarantees issued by the Company to third parties on
behalf of Subsidiary and Associate Companies and on behalf of other companies, amounted to Rs. 197.23 mn (2005 - Rs. 170.63 mn)

CAPITAL COMMITMENTS

Group

Capital Commitments approved and contracted as at the balance sheet date, not provided for in Financial Statements amounts to Rs. 2,984 mn
and USD 32.4 mn. Details are given below.

As at 31st March 2006 2005
In Rs. 000s

Asian Hotels and Properties Ltd. - Cinnamon Grand 90,850 1,767,000
Asian Hotels and Properties Ltd. - Crescat Division 1,476,000 1,900,000
Ceylon Cold Stores Ltd. 680,200 60,164
Ceylon Holiday Resorts Ltd. - 24,655
Habarana Lodge Ltd. 300,000 -
Habarana Walk Inn Ltd. - 240,000
John Keells Stock Brokers Lid. - 942
John Keells Ltd. - 650
J K Capital (Pvt) Ltd. 300,000 -
Keells Realtors Ltd. - 2,633
Lanka Maring Services Ltd. 28,042 135,100
Namunukula Plantations Ltd. - 10,000
P&0 Nedlloyd Keells (Pvt) Ltd. - 12,477
Trans Asia Hotels Ltd. 109,000 39,383
in USD '000s

Fantasea World Investments (Pte) Ltd.

- 27,167
John Keells Maldivian Resorts (Pte) Ltd. 32,400 -

Company
Capital Commitments of Rs. 1,545 mn was approved and contracted for Business Process Qutsourcing operations (2005 - Rs. 40 mn committed on
account of Shared Services).
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Group

As at 31st March 2006 2005
In Rs. ‘000s
39 LEASE COMMITMENTS
Lease Rentals due on Non-Cancelable Qperating Leases:
Within one year 121,11 121,462
Between one and five years 255,586 351,145
After 5 years 251,373 284,885

Lessor

628,730 757,492

Lease Properties

Ceylon Holiday Resorts Ltd.

Fantasea World Investment (Pte) Ltd.
Habarana Lodge Ltd.
John Keells Singapore (Pte} Ltd.

Travel Club (Pte) Ltd.

Yala Village (Pvt) Ltd.

40  POST BALANCE SHEET EVENTS

Sri Lanka Tourist Board

Government of Maldives
Kekirawa Divisional Secretariat
Mengiwa (Pvt) Limited
Government of Maldives and a
sub lease with Polycom

Investments (Pvt) Ltd.

Sri Lanka Tourist Board

The Land occupied by Bentota Beach Hotel and
Coral Gardens Hotel.

Land occupied.
Land occupied.
Office space occupied.

Land occupied.

Land occupied

The Board of Directors of the Company have recommended a declaration of a Final Dividend of 10% for the Financial Year Ended 31 March 2008,

subject to approval by the Shareholders.

John Keells Maldivian Resorts {Pte) Ltd., a subsidiary of John Keells Holdings Ltd. has obtained a sub-lease for Dhonveli Beach & Spa, a four star
resort in the Maldives for a total investment of USD 21.8 mn, of which USD 15.5 mn was paid on 16 May 2006.

The Board of Directars of John Keells Hotels Ltd., a subsidiary of John Keells Holdings Ltd. has recommended a reduction in the par value of the
Ordinary Shares from Rs. 10.00 per share to Rs. 1.00 per share, which will result in an increase in the Authorised Share Capital from 200 mn shares
to 2,000 mn shares, subject to approval by the Shareholders.
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For the year ended 31st March 2006 2005 2004 2003 2002
In Rs. '000s
Value Added
Revenue 29,926,893 23,646,109 22,284,764 16,784,203 11,777,320
Other Operating Income 436,224 476,897 332,625 174,771 203,079
30,363,117 24,073,006 22,617,389 16,958,974 11,980,399
Cost of Materials and Services (19,127,596), (14,501,286) {14,863,234) (10,671,415) (6,849,204}
11,235,521 9,571,720 7,754,155 6,287,559 5,131,195
Distribution of Value Added
% % % % %
To Employees
Salaries and Other Benefits 4,191,174 37 3,909,896 41 3,131,835 40 2,730,716 43 2,488,107 43
To Government Revenue
Taxes 1,943,929 17 1492417 16 1,211,406 16 996,325 16 970,216 19
To Providers of Capital
Dividend to Sharehoiders 1,199,460 11 1,027,497 i 725,783 9 342,203 5 329,869 6
Minarity Interest 441,480 4 413,692 4 201,685 3 169,593 3 48,966 1
Interest on Borrowings 525,339 5 403,903 4 457,708 6 329,478 5 323,732 6
To Maintain Operations
Depreciation 1,083,459 10 1,074,559 11 862,596 1 738,022 12 755,793 15
Retained within the Business
Reserves 1,850,680 16 1,249,756 13 1,163,142 15 981,222 16 213,512 4
100 9571720 100 7,754,155 100 6,287,559 100 5,131,195 100

20%

17%

11,235,521

~ Distribution of
Value Added - 2006

To Employees
To Government Revenue
To Providers of Capital
To Maintain Operations &2
Retained within the Business (I

16%

Distribution cf
Value Added - 2005

To Employees

To Government Revenue

To Providers of Capital
To Maintain Operations 23
Retained within the Business T3
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SUPPLEMENTARY INFORMATION




1870-1948
Edwin John sets aut to Ceylon to join his brother George, a produce and exchange
hroker. On 1 January 1901, the Company becomes E. John & Cc., Produce, Exchange
and Share Brokers and in 1948, amalgamates with two London tea broking firms
and renamad itself E. John, Thompson, White & Co., Ltd.

1949-1973
E. John, Thompsan, White & Co., Ltd. merges with Keell & Waldock Ltd., a company
engaged in produce, share and freight broking. The new entity John Keells
Thompson White Ltd. marks its entry into the leisure industry with the acquisition
in 1973 of Walkers Tours and Travels Ceylon Ltd.

1974-1985
The Mackinnons Group of Companies is brought into the John Keells fold bringing
with it, the agencies for P&0 and British Steam Navigation Co.

In 1974, the firm becomes John Keells Ltd, a rupee quoted public company.

in 1979, John Keells Holdings Ltd {JKH) is incorporated to hold, control and manage
the many companies under the Keells umbrella.

© 1991-1983

JKH acquires the Whittall Boustead & Co. Ltd
in the largest ever deal at the time; a
purchase that brought with it & vast amount
of real estate in Colombo, Ceylon Cold Stores
Ltd., Ceylon Holiday Resorts which owned
Coral Gardens Hotel and Bentota Beach Hotel
and a stake in Union Assurance.

fn 1992, the Company enters into a Joint
Venture with DHL International to form DHL
Keells, the first fully represented Air Express
Company in Sri Lanka.

1994-1996

John Keells Holdings becomes the first Sri
Lankan entity to make a global issue of
shares; the 2.25 million Global Depository
Receipts are now listed on the Luxembourg
Stock Exchange.

The Group expands its footprint in the
Transportation sector, with the establishment
of Transware Logistics and P&0 Nediloyd
Keells, the agency for P&O Nedlloyd.



In the Group's first mdjor i:n.\ﬁes'tment

overseas,. it acquires the:lease of Velidhu .

Island Resort.in the-Maldi

1996-1997
Keells Plantations Management Services
acquires a controlling interest in Namunukula
Plantations which owns 12,000 hectares of
tea and rubber.

1997-1998
John Keells Holdings becomes the first
Sri Lankan company to post pre-tax profits of
over a billion rupees. An year later, Fortune
magazine names JKH “one of the ten best
Asian stocks to buy".

John Keells Computer Services is established
to take over the operations of John Keells
software.

1998-1999

Nations Trust Bank {NTB} is established in a
joint venture with the IFC and Central
Finance. NTB subsequently acquired the
business of the Colombo branch of Overseas
Trust Bank of Hong Kong and the following
year launches Nexus, Sri Lanka's first loyalty
programme.

JKH also begins operating a second
Maldivian Resort, Hakuraa Club.

1999-2000
JKH becomes the largest local shareholder of
South Asia Gateway Terminals - a massive
infrastructure project to own, operate and develop
the Queen Elizabeth Quay of the Port of Colombo.
The project is the largest private sector investment
in Sri Lanka and was launched in alliance with
several international and multilateral organisations.

2000-2001
Two international operations are launched -
Mathesaon Keells Enterprises in Cochin, India (the
shipping agent for PIL) and Mack Air Services,
Maldives (the GSA for American Airlines, Gulf Air,
Leisure Cargo and Jet Airways in the Maldives).

2001-2002
JKH is ranked one of the World's Best 200 Small
Companies, the only Sri Lankan entity to be named
in the list by Forbes Global Magazine.

2002-2003
JKH acquires Lanka Marine Services, the only
bunkering facility at the Port of Colombo.

Nations Trust Bank acquires the local operations of
American Express.

2003-2004
In the largest ever transaction on the Colombo
Stock Exchange, JKH acquires Asian Hotels &
Praperties - an acquisition that brings with it 40%
of the five star room capacity in Colombo.

2004-2005

In restructuring the Resort Hotel Sector of the
Group, John Keslls Hotels Limited (KHL) makes a
Voluntary Offer to acquire the shares of all Group
Resort Companies.

JKH acquires a controlling stake in Mercantile
Leasing Ltd.

The John Keells Sacial Responsihitity Foundation,
the Group's CSR arm, is established as a charitable
company and registered as a Voluntary Social
Service Organization.

2005-2006
Please refer Operating Highlights on page 04
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31st March 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
Rs.'000s
OPERATING RESULTS :
Group Revenue 129,926,893 ! 23,646,109 22284764 16,784,203 11,777,320 11,821,849 10,461,949 9453237 8684517 5720817
EBIT 4,835,800 1 3554938 3441746 2138333 1206287 1527182 1696337 1317700 1485254 731593
Finance Expenses (525,339)  (403.903) (457,708} {329.478) (323,732}  (221,806) (246241) (142925)  {47.325) 25,577
Share of Associate Company Profits 957,958 832,856 703,378 451,015 321,753 265,750 152,604 131,844 181,031 74,527
Profit Before Tax 4310461 3151035 2376131 1808855 882555 1305376 1450096 1174775 1438928 757170
Tax Expense {818,841) (645517) (285581) (315837) (290,208) (304,282) (285375} (274,191  (292497)  (183,226)
Profit After Tax 3,491,620 ' 2505518 2,090,610 1,493,018 592,347 1,001,114 1,164,721 900,584 1,146,432 573,944
Minority Interest {441,480) (413892) {201,685] (169593)  (48,966) (221428) (246,778) (176,576} (337,885 (150,390}
Extra-Ordinary Item L185427 - - - - - - - -
Profit Attributable to the Group  : 3,050,140 : 2277253 1888825 1323425 543381 7795686 917,943 724008 808547 423554
CAPITAL EMPLOYED ‘
Share Capital 4,000,070 - 3,316,333 3,000,818 1876470 1853459 1835613 611798 404728 402070 320240
Capital Reserves 8,201,695 © 7894284 7896081 2855096 2469216 2571890 3577915 3755670 3567112 3,858,707
Revenue Reserves 10,742,949 . 7,605,189 6330723 5082482 3961474 3772915 3351356 2629585 2,083,154 1,434,085
Shareholders Funds 22,944,714 18815806 17227622 9814048 87284143 8180424 7541069 6,789983 6,062336 5413032
Minority Interest © 3,666,132 - 3715890 4939611 2061439 1801799 1959408 2058045 1,961,806 2,071,260 1,653,680
Total Debt © 5327,263 9104658 4055555 4120608 3568460 2,587,777 2266596 1,891,989 1,231695 821,108
°31,938,109 + 31636,354 26,222,788 15996093 13,654,408 12727609 11865711 10643778 9365291 7887818
ASSETS EMPLOYED
Property, Plant and Equipment 20,112,184 - 20,017,707 18,824,542 10172219 8928274 9135100 3962923 4107527 7155552 5,510,543
Other Non-Current Assets 7870235 6093532 3717326 3797260 2972882 27203266 6602139 5121637 1112050 888174
Current Assets 11,478,006 13588612 9797444 5,134,068 9242458 8304191 7993422 7491176 5799059 4,714,526
Liabilities Net of Debt (7,522,315)- (8,083,497) (6,116.524) (4,107,454} (7,489,206) (6,914,948) (6,692,773) (6,076,562) (4,701,370} (3,225,425)
31,938,103 31,636,354 26,222,788 15,996,093 13,654,408 12,727,609 11,865711 10643778 9365291 7887818

CASH FLOW ‘
Cash Flows from Operating Activities- 2,664,316 4619654 3138269 1891398 1148558 1638322 2154085 1779377 1915716 1862382
Cash Flows from / ‘

{used in) Investing Activities " {2,847,880) (4,482,420) (6,745,818) (2,002,460} (1,000,606} (1,261.461) (1,848,091} (1,454,607) (1,240,428)  (853,744)
Cash Flows from /

{used in) Financing Activities (1,027,361) 271430 5414227 {31,311  (330,360)  (644.511) 518,189 {94,505)  {145,356) 75,029
Net Increase / (Decrease} in ‘ ‘

Cash and Cash Equivalents (1,210,925) 812899 10806,880  (142373) (182,407) (267,750) 824,163 230265 529,932 1,083667
KEY INDICATORS ‘
Basic Earnings Per Share (Rs ) 76 57 5.1 38 18 23 27 2.1 23 12
Interest Cover (No. of Times} 9.2 8.8 6.2 6.5 37 69 69 92 314 -
Net Assets Per Share (Rs.) * 574 473 435 302 258 250 234 212 194 17.3
Enterprise Value (Rs. '000s) *** 64,389,111 46,559,017 33578,080 150841225 9,968,310 4424421 5511554 5454801 9477649 4622215
EV / EBITDA *** 10.9 10.0 91 55 5.1 2.0 25 3.1 5.2 48
Debt / Equity Ratio (%) ** 200 276 183 347 35.4 261 238 219 151 116
Net Dividend Payout 1,199,460 1,027,491 725783 342203 329868 353,128 168,150 151,343 155,783 92,050
Current Ratio (No. of times) 14 1.2 16 12 1.1 11 12 12 13 14
Market Price Per Share {Rs.} * 157.75 1129 841 40.8 334 183 23.4 23.0 36.2 204
Bonus Issues (Ratio} 15 1.48&1:10 - 21 148&15 14 17
Rights Issues (Ratio) - 17 - - - -
Rights Price (Rs.} 75

* Adjusted for dilution.

**  For purposes of ratio calculation the debt and lease assets of Mercantile Leasing Ltd. have been excluded.

AKX
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The debt of Mercantile Leasing Ltd. and Monarch customer advances have been excluded.




CE L SIS

et oo o T

~ Group ___ Company
For the year ended 31st March 2006 2005 2006 2005
In USD '000s
Revenue 291,401 237,649 5,298 4,487
Cost of Sales (208,749), (165,348 (2,179) (1,558)
Gross Profit 84,652 72,301 3,119 2,909
Dividend Income 438 290 21,067 14,526
Other Operating Income 4,248 4,290 138 | 131
Administrative Expenses (33,082) {31,131) (7,095) (3,568}
Distribution Expenses (12,854) {10,290)
Other Operating Expenses (9,727) (8,102) (971) (1,070}
Profit from Operating Activities 33,675 27,358 16,258 12,930
Finance Expenses {5,115) (4,059) (2,764} {2,053}
Change in Fair Value of Investment Property 2,207 - 862
Share of Associate Company Profits 9,328 8,370
Profit on Restructuring - - - 15,409
Profit on Sale of Non-Current Investments 1,876 - ‘ 2,939
Profit Before Tax 41,91 31,669 17,295 26,286
Tax Expense (7,973) {6,488} (236) (234)
Profit After Tax 33,998 25,181 17,059 26,052
Minority Interest {4,298) {4,158)
Profit from Ordinary Activities 29,700 21,023 17,059 26,052
Extra-Ordinary Item - 1,864
Net Profit for the Year 29,700 22,887 17,059 26,052
Exchange Rate 102.70 99.50 102.70 99.50

This information does not constitute a full set of Financial Statements in compliance with SLAS. The Financial Statements should be read together
with the Auditors’ opinion and the Financial Statements from pages 111 to 156.

Exchange rates prevailing at each year end have been used to convert the Income Statement and Balance Sheet.
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BALANCE SHEET

For Information Purposes Only

Group ‘ Company
As at 31st March 2006 2005 2006 2005
In USD "000s
ASSETS
Non-Current Assets ‘
Property, Plant and Equipment 195,834 201,183 3,402 7,522
Intangible Assets ‘ 6,055 9,445 - -
investments in Subsidiaries 348 56 125,187 132,220
Investments in Associates 34,472 26,397 16,221 14,449
Other Investments 1,217 1,435 920 950
Investment Properties 24,026 - 7,790 -
Other Non-Current Assets 10,516 23,909 642 930
272,468 262,425 154,162 156,071
Current Assets ;
Inventories 20,287 16,510 9 ¢}
Trade and Other Receivables : 51,252 64,608 3,303 4757
Amounts Due from Related Parties | - - 1,809 3,638
Short Term Investments ] 24710 30,456 - 126
Cash in Hand and at Bank 15,513 24,994 ; 1,559 1,200
111,762 136,568 6,680 9,730
Total Assets ‘ 384,230 398,993 160,842 165,801
EQUITY AND LIABILITIES
Capital and Reserves :
Share Capital ‘ 38,949 33,330 38,949 33,330
Capital Reserves 1 79,861 79,340 50,684 60,939
Revenue Reserves 104,605 76,434 48,527 38,038
Shareholders’ Funds 223,415 189,104 138,160 132,307
Minority Interest 35,697 37,346
Non-Current Liabilities ;
Negative Goodwill ‘ 10,190 13,264
Non-Interest Bearing Borrowings ‘ 146 151 - -
Interest Bearing Borrowings g 19,901 28,003 5,842 7,688
Deferred Tax Liabilities ‘ 2,928 2,761 - -
Retirement Benefit Obligations : 6,081 7,564 n9 688
Other Deferred Liabilities 52 1,130 - -
Other Non-Current Liabilities ! 3,280 2,700 ‘ - -
42578 55,573 ‘ 6,561 8,376
Current Liabilities ;
Trade and Other Payables ‘ 48,629 50,015 } 1,980 773
Provisions 17 22 - -
Amounts Due to Related Parties ‘ - - | 42 321
Income Tax Liabilities 2,069 3,583 297 176
Short Term Borrowings 9,416 36,263 4,869 16,406
Current Partion of Non-Interest Bearing Borrowings 195 201 - -
Current Portion of Interest Bearing Borrowings 4,333 6,583 1,606 1,660
Bank Overdrafts 17,881 20,303 1,321 5,782
82,540 116,97C 16,121 25,118
Total Equity and Liabilities 384,230 398,993 j 160,842 165,801
Exchange rate 102.70 99.50 - 10270 99.50
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Summary Indicator Units 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
GDP Growth Per cent 38 6.4 4.7 43 6.0 -15 4.0 6.0 54 6.0
GOP {current Prices) Rs. Billion 768 890 1018 1106 1258 1410 1583 1,761 2,029 2,366
GDP {current Prices) USD Billion 139 15.1 15.8 15.7 16.3 16.7 18.5 18.2 20.7 235
GDP per Capita (USD) Growth Per cent 5.4 73 3.3 -2.4 28 5.0 35 9.0 8.6 16.2
GDP per Capita Usb 795 852 881 860 884 841 870 948 1,030 1197
GDP per Capita Rs. 43,918 50,292 56760 60,741 68,102 75133 83226 91,576 104,375 120477
Inflation {CCP) YoY Per cent 15.9 9.6 9.4 4.0 1.5 121 10.2 26 78 10.6
Current Account Balance USD Billion -0.68 -0.38 -0.23 -056  -1.07  -0.18 024 -0.07 065 -065
Current Account % of GBP Per cent -4.9 -2.6 -1.4 -3.6 6.5 11 -1.4 -0.4 -3.2 -2.8
Population Million 17.5 17.7 17.9 18.2 18.5 18.7 19.0 19.2 19.4 196
Exchange Rate

{Annual Average) USD/Rs. 55.3 59.0 64.5 70.6 77.0 89.4 95.7 96.5 101.Z2 1005
Exchange Rate Change

{Annual Average) Per cent 7.8 8.7 92 9.6 9.0 16.1 7.0 0.8 48 0.7
12m T-Bill yield {yr-end} Per cent 17.4 10.2 126 128 18.2 137 9.9 7.2 7.7 104
Prime Lending Rate (yr-end) Per cent 20.2 15.2 14.9 159 215 14.3 12.2 9.3 95 12.2
M2b Money supply Growth Per cent 1.3 15.6 132 13.4 12.9 136 134 15.3 19.6 191
Exports USD Billion 41 48 48 4.8 5.5 48 47 5.1 5.8 6.3
Imports USD Billion 5.4 5.9 59 6.0 73 6.0 8.1 6.7 8.0 89
Balance of Payments Per cent of GDP 0.5 1.1 0.2 -1.7 -3.1 1.3 2.0 2.8 -1.0 22
Budget Deficit Per cent of GDP -9.4 -7.9 9.2 15 -99  -108 -8.9 8.0 8.2 -8.7
Unemployment Rate Per cent 11.3 105 9.2 89 16 79 8.8 8.4 85 17
All Share Index {yr-end) Points 603.0 7022 5970 5730 4478 8210 8151 10621 15068 19222
Tourist Arrivals Na. ‘000 3023 3662 3811 436.4 4004 3368 3932 5006 5662 5483

An Economy Poised To Grow............
A strong global economy, the surge in growth in India, favourable
weather conditions, stabilisation in local inflation, and no scheduled
major elections all point to a positive mix of factors that could lead to
higher economic growth in the coming years.

However many caveats remain; these include economic sanctions
against Iran which supplies the bulk of crude oil, bouts of violence in the
North East and a breakdown of peace talks that could dampen investor
sentiment, and renewed balance of payments concerns if the Country is
not able to successfully tap international bond markets. However, the
most critical challenge facing us today is the delay in the critical
investments needed in infrastructure that could thwart the Country’s bid
for economic growth beyond 6 per cent.

These include, the urgent nead for the implementation of the Colombo
South Port Project to avoid the Colombo Port being consigned to feeder
port status and the speedy implementation of the proposed new Power
Plants to avoid an impending future power crisis. On the transport side,
the Southern Expressway, Colombo-Kandy Highway and the Outer
Circular Highway all need to see completion in the next decade if the
drive to development is to be maintained. The failure to get these
infrastructure projects off the ground could see the Country struggle to
maintain even the existing growth rates.

The Year that was.

As expected the Sri Lankan Economy withstood the shock of the tsunami
and by year end was in @ much stronger position than it was in the
previous year. The economy grew by 6 per cent in 2005 with an
acceleration in the growth momentum as the year went by.

The strong growth of 8.3 per cent in the manufacturing sector was of
particular note despite the earlier fears of a slowdown in the sector due
to the impact of the termination of the MFA agreement. Agriculture
sector growth was 1.5 per cent despite the drag on the sector due to the
sharp fall in fisheries as a result of the tsunami. Services, the largest
sector of the Economy, recorded a healthy growth of 6.4 per cent with
growth in this segment led by strong growth in ports,
telecommunications and financial services and despite the post-tsunami
drop in the hotels segment.

Of particular note is the continued strong growth in GDP per Capita in
USD terms which rose by 16.1 per cent to USD 1,197 in 2005. The
strength of the Sri Lankan rupee with depreciation being less than
inflation, combined with & low population growth rate has seen this
popular measure of the prosperity of a Country rise by a faster rate than
GDP growth.
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Inflation as measured by the official statistics has slowed down with the
YoY point to point growth of the Colombo Consumer Price Index for
December being 8 per cent compared to the peak YoY growth of 15.9
per cent it had recorded in February 2005. The strong performance of the
Sri Lanka Rupee helped contain inflation while demand was managed
through a tightening of Monetary Policy. The Central Bank raised its
overnight Repurchase (Repo) and Reverse Repurchase (Reverse Repo)
rates by 125 basis points in four steps during 2005 with the last increase
in policy rates of 25 basis points in December 20065.

The higher inflows of aid and debt relief offered after the tsunami helped
mitigate the negative impact on the balance of payments of higher oil
prices in 2005. Exports in 2005 grew by 10.2 per cent from USD5.76
billion in 2004 to USD6.3 billion in 2005. Industrial exports dominated by
textiles and garments, food and beverages and rubber based products
led the overall growth in exports with the worst fears of a fall in
garments export due to the ending of the Multi Fibre Agreesment
agreement proving unfounded. Particularly encouraging was the
diversification of our exports with a strong growth seen in other
industrial exports.

Imports in 2005 grew by 10.8 per cent from USD8 billion in 2004 to
USD8.86 billion in 2005. Expenditure on petroleum imports which
aftributed to 18.7 per cent of overall imports increased by 36.9 per cent
to USD1.65 billion in 2005. The trade deficit in 2005 expanded to
USD2.52 billion compared to USD2.24 billion in 2004.

Despite the widened trade deficit, the overall balance of payment
position recorded a surplus of USD501 million benefiting from an
increase in private remittances, inflows of tsunami aid and the impact of
the debt moratorium. Consequently, the gross official international
reserves increased from USD2.20 billion in Becember 2004 to USD2.74
biltion in December 2005.
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Tourist arrivals in 2005 dropped 3 per cent to 549,308, from 566,202 in
2004. The ambiguity in the definition of a "tourist” by the Tourist Board
meant tsunami relief workers whe poured in to the Country were also
captured in the tourist arrivals figure.

The Colombo Stack Exchange recovered from the tsunami tragedy to post
steady gains throughout the year. However the benchmark All Share
Price Index (ASPI) which hit a record 2551.4 on November 16, 2005,
dipped 29 percent from November 16 till January 18 this year due to
fears of a return to war. Since then renewed hopes of a return to peace
talks saw the indices begin to recover somewhat but recent tensions in
the North East have again placed a dampener on the performance of the
indices. Corporate fundamentals however remained strong with solid
earnings growth being recorded in the context of a steady economy.

During the year, Fitch Ratings assigned Sri Lanka long-term foreign and
local currency ratings of BB-. At the same time, a short-term foreign
currency rating of B and a Country ceiling of BB- have also been
assigned. It further added that the long-term rating outiook is stable.
Standard and Poor’s has assigned B+ long-term foreign currency and BB-
long-term local currency sovereign credit ratings. The rating assigned by
the Standard and Poor’s for both short-term foreign and local currency is
B. However in April, following the renewed tension in the North East,
both Rating Agencies cut the rating outlook to negative from stable,
again highlighting the importance of stability and a revival of the peace
process.
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Owning Company and Location Buildings Land in Acres Net Book Value
in (Sq. Ft) Freehold Leasehold 2006 2005
Rs. ‘000 Rs. ‘000
PROPERTIES IN COLOMBO
Allied Properties Ltd.
46/58, Nawam Mawatha, Colombo 2. 101,400 0.41 - - 551,112
Ceylon Cold Stores Ltd.
Slave Isiand Complex, Colombo 2. 167,093 497 3.16 492,184 490,507
John Keells Holdings Ltd.
320,320/1, Colvin R. De Silva Mawatha, Colomba 2. 97,740 1.99 - ‘ 796,850 350,143
John Keells Ltd.
130, Glennie Street, Colombo 2. 119,700 1.87 0.50 604,268 356,954
56/1. 58, 58 1/1 Kirulapone Avenue, Colombo 5. 0.08 1,250 1,250
Keells Realtors Ltd. :
427 and 429, Ferguson Road, Colombo 15. 27,750 1.29 - 98,690 | 49,667
80, Navam Mawatha, Colombao 2. 34,300 0.70 - 310,000 248,673
Lanka Marine Services Ltd. ‘
69, Walls Lane, Colombo 15. 33,566 8.64 - 720,512 716,603
|
Mackinnon and Keells Financial Services Ltd. 3
Leyden Bastian Road, York Street, Colombo 01. 34,733 053 - 298,560 | 202,297
Whittall Boustead Ltd. :
148, Vauxhall Street, Colombo 2. 102,251 3.07 - 873,050 389,848
707,393 23.56 366 4,195,364 | 3,358,054
PROPERTIES QUTSIDE COLOMBO
Ceylan Cold Stores Ltd.
Kaduwela. 221,665 26.15 - 219,224 223,034
Trincomales. 24,906 1.14 - 30,021 30,033
Jaykay Marketing Services (Pvt) Ltd.
385, Negombo Road, Wattala. 12,820 - 0.30 13,615 14,969
Liberty Plaza, Colombo 3. 10,000 - - - -
388, Galle Road, Mount Lavinia. 6,000 - 0.24 11,977 13,431
John Keells Ltd.
17/1, Temple Road, Ekala, Ja-ela. 3,180 3.25 - 42,190 33,752
John Keells Warehousing {Pvt) Ltd.
Muthurajawela. 141,276 - 6.00 112,104 115,133
Keells Food Products Ltd. ‘
41, Temple Road, Ekala, Ja-Ela. 50,199 3.00 3.26 58,182 61,242
Keells Realtors Ltd. ‘ g
Canal Bank, Hendala, Wattala. 313 - ' - 15,690
Namunukula Plantations Ltd. 807,659 - 29,131.77 257,689
Tea Smallholder Factories Ltd. ‘
Peliyagoda. 31,633 0.99 77,500 44,561
Neluwa. 46,708 472 22,279 22,083
Hingalgoda. 56,796 18.27 94.07 : 24,725 25122
Halwitigala. 56,686 9.61 23,597 24,161
Kurupanawa. 62,401 12.26 ‘ 24,189 25135
Pasgoda. 40,354 5.41 18,384 19,060
New Panawenna. 41,772 10.59 ' 19,200° 19,821
Randola. 47598 15.58 17,145 17,699
Broadlands. 58,879 414 36,436 35,219
Raxawa. 24,623 1.22 ‘ 7,249 7429
Karawita. 69,759 - 498 85,304 83,027
Hindul Oya. 10,500 0.88 2,001 2,118
Transware-Logistics (Pvt) Ltd. ‘
Tudella, Ja-Ela. 65,000 22.00 - 199,421 201,796
Whittall Boustead Ltd.
150, Badulla Road, Nuwara Eliya. 0.46 2,574 2,654

1,907,667 146.45 29,241.61 1,047,357 . 1,294,839
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Owning Company and Location Buildings Land in Acres Net Book Value
in Sg. ft Freehold Leasehold 2006 2005
Rs."000 Rs. 000
HOTEL PROPERTIES
Asian Hotels and Properties Ltd.

Cinnamon Grand Premises, Colombo 2. 648,813 979 5,204,241 3,554,536

Crescat Boulevard, Colomho 2. 180,144 1,340,673 1,594,757
Ceylon Holiday Resorts Ltd.

Bentota Beach Hotel, Bentota. 174,965 0.70 8.33 450,142 469,302

Coral Gardens Hotel, Hikkaduwa. 167,350 - 436 238,773 237,670

Central Laundry. 16,110 1.40 - 27,555 28,301
Fantasea World Investments (Pte) Ltd.

Club Hakururaa, Republic of Maldives. 66,759 1342 562,397 290,575
Habarana Lodge Ltd.

The Lodge, Habarana. 194,606 2547 185,647 188,304
Habarana Walk Inn Ltd.

Chaaya Village Habarana. 160,573 9.34 248185 66,165 _
International Tourists and Hoteliers Ltd.

Hotel Bayroo, Beruwela. 6.55 50948 84768
Kandy Walk Inn Ltd.

The Citadel, Kandy. 116,725 5.79 221,051 225,454
Resort Hotels Ltd.

Nilaveli. 4,485 4437 84,666 84,301
Rajawella Hotels Ltd. 3,700 10.00 ) 37,250 37,250
Sports and Recreation Bentota (Pvt) Ltd.

Club Intersport. 26,391 2.69 40761 38425
Trans Asia Hotels Ltd.

115, Sir Chittampatam A Gardiner Mawatha, Colombo 2. 423702 7.65 3,413,690 2671731
Travel Club (Pte) Ltd.

Velidhu, Republic of Maldives. 140,641 17.19 82,910 120,583
Trinco Walk Inn Ltd.

Club QOceanic, Trincomalee. 86,960 28.24 172,157 176.461
Unawatuna Walk Inn Ltd.

Unawatuna. 1,285 23.15 30,916 30,931
Wirawita Walk Inn Ltd.

Randunukelle Estate, Wirawila. 25.15 20,120 20120
Yala Village {Pvt} Ltd.

The Village, Yala. 69,085 10.00 165,508 -

2,413,208 145.14 98.45 12,567,561 9,921,634
Consolidated Value of Land and Buildings 5,028,269 315.15 28,343.72 17,762,079 14,574,527
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Name of Company Business Activity Issued Effective
Capital Rs.  Holding %

TRANSPORTATION GRGUP
Ports and Shipping
Keells Shipping (Pvt) Ltd Shipping Agency Representation and Logistics Services 500,000 100.00
Lanka Marine Services Ltd importer and Supplier of Heavy Marine Fuel Qils and Lubricants 350,000,000 99.44
Maersk Lanka (Pvt) Ltd Shipping Agency Representation and Logistics Services 10,000,000 30.00
South Asia Gateway Terminals (Pvt) Ltd Parts and Shipping Services 3,788,485,900 26.25
Logistics
DHL Keells (Pvt) Ltd Express Courier Services 20,000,020 50.00
Mack International Freight {Pvt) Ltd International Freight Forwarder and Logistics Services 3,000,000 100.00
Mackinngn Mackenzie and Co (Shipping) Ltd Shipping Agency Representation and Logistics Services 5,000,000 99.69
Mackinnon Mackenzie and Co of Ceylon Ltd Foreign Recruitment Agents and Consultants 90,000 99.50
Mathesan Keells Enterprises (Pvt) Ltd Shipping Agency Representation and Logistics Services 21,056,444 51.00
Transware-Logistics (Pvt} Ltd Integrated Container Depot. Operations and Logistics Services 220,000,000 50.00
Whittall Boustead Ltd - Cargo Division International Freight Forwarder and Logistics Services 99,188,800 99.96
Airlines
Mack Air Ltd General Sales Agents for Airlines 5,000,000 100.00
Mack Air Services Maldives (Pvt) Ltd General Sales Agents for Airlines in the Maldives 677,891 49.00
Mackinnons American Express Travel {Pvt} Ltd IATA Accredited Travel Agent and Travel related Services 5,000,000 70.00
Matheson Keells Air Services (Pvt) Ltd General Sales Agents for Airlines in India 3,179,899 51.00
Walkers Air Services Ltd General Sales Agents for Airlines 7,500,000 100.00
LEISURE GRGOUP
City Hotels
Asian Hotels and Properties Ltd - Cinnamon Grand Owner and Operator of the Five Star City Hotel "Cinnamon Grand" 2,213,876,430 83.80
Trans Asia Hotels Ltd Owner and Operater of the Five Star City Hotel "Trans Asia" 500,000,000 85.02
Resort Hotels
Ceylon Holiday Resorts Ltd Owner and Operator of "Bentota Beach Hotel" in Bentota and

‘Coral Gardens Hotel" in Hikkaduwa 78,977,880 87.09
Fantasea World Investments (Pte} Ltd Owner and Operator of "Hakuraa Club" in the Maldives 42,185,146 89.07
Habarana Lodge Ltd Owner and Operator of "The Lodge" in Habarana 72,000,000 86.42
Habarana Walk Inn Ltd Owner and Operator of “"Chaaya Village Habarana” 25,000,000 87.37
International Tourists and Hoteliers Ltd Owner and Operator of "Beach Hotel Bayrog" in Beruwela 77,500,000 86.62
John Keells Hotels Ltd Holding Company of Group Resort Hotel Companies

in Sri Lanka and the Maldives 595,696,410 89.07
John Keells Maldivian Resorts (Pte) Ltd Hotel Holding Company in the Maldives 376,242,508 89.07
Kandy Walk Inn Ltd Owner and Operator of "The Citadel” in Kandy 52,500,000 87.37
Keells Hotel Management Services Ltd Manager and Marketer of Resort Hotels 10,000,000 100.00
Rajawella Hotels Ltd Owner of Real Estate 20,000,000 89.07
Resort Hotels Ltd Owner of Real Estate 750,070 87.09
Sports and Recreation Bentota {Pvt) Ltd Owner and Operator of the "Club Intersport" Complex in Bentota 10,000,020 87.09
Travel Club (Pte) Ltd Operator of "Velidhu Island Resorts" in the Maldives 143,172,000 89.07
Trinco Walk Inn Ltd Owner and Operator of "The Club Oceanic Hotel" in Trincomales 30,000,070 89.07
Unawatuna Walk Inn Ltd Owner of Real Estate 24,817,500 87.29
Wirawila Walk Inn Ltd Owner of Real Estate 15,000,000 89.07
Yala Village (Pvt) Ltd Owner and Operator of "Yala Village" in Yala 93,750,000 71.26
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Name of Company Business Activity Issued Effective
Capital Rs.  Holding %

Destination Management
John Keells Conventions {Pvt) Ltd Organisers of Conventions and Conferences 500,000 100.00
Keells Tours (Pvt) Ltd Tourist Transport 5,500,000 100.00
Mackinnons Tours (Pvt) Ltd Inbound Tour Operators 3,000,000 100.00
Nature Odyssey (Pvt} Ltd Eco and Adventure related Inbound Tours Organiser 100,000 100.00
Walkers Tours Ltd Inbound Tour Operators 50,000,000 98.46
Whittall Boustead (Travel) Ltd Inbound Tour Operators 500,000 100.00
PROPERTY GROUP
Asian Hotels and Properties Ltd -
Crescat Residencies/Crescat Boulevard Developer and Manager of Integrated Properties 2,213.876,43C 83.80
JK Capital {Pvt) Ltd Property Developers 240,000,000 100.00
Keells Realtors Ltd Owner of Land and Building 75,000,000 92.06
FOOD AND BEVERAGE GROUP
Manufacturing
Ceylon Cold Stores Ltd Manufacturer and Distributor of Carbonated Soft drinks,

Frozen Desserts, Processed Meats, Milk and

Holding company of JayKay Marketing Services (Pvt) Ltd. 172,800,000 57.08
Keells Food Products Ltd Manufacturer and Distributor of Raw and Processed Meat Products. 50,000,000 73.32
Retail
Crescat Restaurants (Pvt} Lid Restaurant Franchiseg for "Delifrance” 4,000,000 83.80
JayKay Marketing Services (Pvt) Ltd Supermarket Operator 398,000,000 57.08
Keells Restaurants (Pvt) Ltd Restaurant Franchisee for "Pizza Hut' 46,000,000 100.00
FINANCIAL SERVICES GROUP
John Keells Stock Brokers (Pvt) Ltd Share Broking Services 7.500,000 81.76
Nations Trust Bank Ltd Commercial Banking and Leasing Operations 1,257.860,040 29.90
Union Assurance Ltd Life and General Insurance Underwriters 250,000,000 36.96
INFORMATION TECHNOLOGY GROUP
infoMate (Pvt) Ltd IT Enabled Services 20,000,000 100.00
John Keells Business Systems {UK) Ltd Software Development Services (UK) 9,507 100.00
John Keells Computer Services (Pvt) Ltd Software Services 96,500,000 100.00
John Keells Office Automation (Pvt} Ltd Dealers in Office Automation Equipment 5,000,000 100.00
John Keells Software Technologies (Pvt) Ltd Marketer of Software Packages 8,000,600 100.00
Keells Business Systems Ltd System Integration Solutions 15,000,000 100.00
0THERS
J K Packaging (Pvt) Ltd Printing and Packaging Services Provider for the Expart Market 14,500,000 100.00
John Keells {Teas) Ltd Manager of Bought Tea Factories and Others 120,000 100.00
John Keells Holdings Ltd Group Holding Company and Function Based Services 4,000,069,930 -
John Keells Ltd Commodity Brokers 152,000,000 76.00
John Keells Singapore (Pte) Ltd International Trading Services 9,638,000 80.00
John Keells Warehousing (Pvt) Ltd Warehousing of Rubber and Tea 120,000,000 76.00
Keells Consultants Ltd Company Secretarial Services to the Group 160,000 98.13
Mackinnon and Keells Financial Services Ltd Renting of Office Space 10,800,000 99.81
Mortlake Ltd Investment Company 3,000 100.00
Nexus Networks (Pvt) Limited Operator of a Loyalty Card Programme 100,000 99.99
Tea Smallholder Factories Ltd Owner and Operator of Factories for Tea Smallholders 150,000,000 37.62
Whittall Boustead Ltd - Printing Division Printing and Packaging Services for the Local Market 99,188,800 99.96
Whittall Boustead Ltd - Real Estate Division Company Secretarial Services and Renting of Office Space 99,188,800 99.96
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Accrual Basis

Recording Revenues & Expenses in the period in which they are earned or incurred
regardiess of whether cash is received or disbursed in that period.

Capital Employed

Shareholders' Funds ptus Minarity Interest and Debt.
Capital Structure Leverage

Average Total Assets divided by Average Shareholders Eguity.
Cash Earnings per Share

Profit After Tax adjusted for Non-Cash Items minus Share of Associate Company Profits
plus Dividends from Assaciate Companies divided by the weighted average number of
ordinary shares in issue during the period.

Cash Interest Cover

Cash Flow from QOperations befare Working Capital Changes divided by Cash Interest
Payment.

Cash Interest and Tax Cover

Cash Flow from Operations before Working Capital Changes divided by Cash Interest and
Tax Payments.

Cash Ratio

Cash plus Short Term Investments divided by Current Liabilities.
Common Earnings Leverage

Profit Attributable to Shareholders’ divided by Profit After Tax.
Contingent Liabilities

A condition or situation existing at the Balance Sheet date due ta past events, where the
financial effect is not recognised because:

1. the obligation is crystalised by the occurrence or non occurrence of one or more
future events or,

2. aprobable outflow of economic resources is not expected o,
3. itis unable to be measured with sufficient reliability.
Current ratio
Current Assets divided by Current Liabilities.
Debt / Equity Ratio
Debt as a percentage of Shareholders’ Funds and Minority Interest.
Diluted EPS

Profit Attributable to Shareholders’ divided by the weighted average number of ordinary
shares in issue during the period adjusted for options granted but not exercised.

Dividend Payout Ratio

Total Dividend as a percentage of Company Profits adjusted for Non-Cash gains/losses.
Dividend Yield

Dividend per share as a percentage of the Share Price at the end of the period.
Earnings per Share

Profit Attributable to Sharehalders” divided by the weighted average number of ordinary
shares in issue during the period.

EBIT

Earnings befare Interest and Tax (includes Other Operating Income).
EBIT Margin

EBIT divided by Turnover inclusive of share of Associate Company Turnover.
EBITDA

Earnings before Interest, Tax, Depreciation and Amortisation.
Effective Rate of Taxation

Tax expense divided by Profit before Tax.

EV (Enterprise Value}

Market Capitalisation plus Net Debt.

Financial Leverage Multiplier

Total Assets divided by the Shareholders' Funds plus minarity interest.

Interest Cover

Consolidated Profit before Interest and Tax over Finance Expenses.
Long Term Debt to Total Debt

Leng Term Loans as a percentage of Total Debt.

Market Capitalisation

Number of shares in issue at the end of period multiplied by the market price at end of
period.

Market Value Added

Market Capitalisation minus Sharhalder's Funds.

Net Assets

Total Assets minus Current Liabilities minus Long Term Liabilities minus Minority Interest.
Net Assets per Share

Net Assets over number of Ordinary Shares in issue.

Net Debt

Total Debt minus {Cash plus Short Term Deposits).

Net Profit Margin

Profit after Tax divided by Tumaver inclusive of share of Associate Company Turnaver.
Net Working Capital

Current Asssts minus Current Liabilities.

Pre-tax Return on Capital Employed

Consolidated Profit before Interest and Tax as a percentage of Average Capital Emplayed.
Price Earnings Ratio

Market Price per Share {diluted) over Earnings per Share.

Price to Boak Ratio

Market Price per Share (diluted) over Net Asset Value per Share.

Property, Plant and Equipment Turnover

Turnover excluding share of Associate Company Turnover divided by average Property, Plant
and Equipment balances

Quick Ratio

Cash plus Short Term Investments plus Receivables, divided by Current Liabilities.
Return on Assets

Profit After Tax divided by the Average Total Assets.

Return on Equity

Profit attributable to Sharehalders as a percentage of Average Shareholders’ Funds.
Sales to Assets Ratio / Total Asset Turnover

Turnover including share of Associate Company Turnaver divided by Average Total Assets.
Share Turn Ratio

Total volume of Shares traded during the year divided by average number of Shares in
issue.

Shareholders’ Funds

Total of issued and fully paid Share Capital, Capital Reserves and Revenue Reserves.
Total Debt

Long Term Loans plus Short Term Loans and Overdrafts.
Total Equity

Shareholders’ Funds plus Minority Interest.

Total Shareholder Return

{P1+P0+D}/P0Ox 100

P1 = Market Price at the end of the Financial Year

PO = Market Price at the end of the previous Financial Year
D = Dividend for the Year

Total Value Added

The difference between net revenue {including other income) and expenses, cost of
materials & services purchased from external sources.
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Notice is hereby given that the Twenty Seventh Annual General Meeting of John Keells Holdings Limited will be held on Friday, 30th June 2006 at
10.00 a.m. at the Ceylon Chamber of Commerce, Nawam Mawatha, Colombo 2.
The business to be brought before the meeting will be:

. to read the notice convening the meeting

. to confirm the Minutes of the Twenty Sixth Annual General Meeting of the Company held on 24th June 2005

. to confirm the Minutes of the Extraordinary General Meeting of the Company held on 24th June 2005

. to receive and consider the Report of the Directors and the Statement of Accounts for the Financial Year ended 31st March 2006 and the
Auditors’ Repart thereon

. to declare & final dividend of 10% as recommended by the Board of Directors

. to re-elect as Director, Mr. S Enderby, who retires in terms of Article 91 of the Articles of Association of the Company.

. To re-elect as Director, Mr. MV Muhsin, who retires in terms of Article 91 of the Articles of Association of the Company.

. to re-elect as Director, Mr. A D Gunewardene, who retires in terms of Article 84 of the Articles of Association of the Company.
. 1o re-elect as Director, Mr. J R F Peiris, who retires in terms of Article 84 of the Articles of Association of the Company.

. to authorise the Directors to determine and make donations.

. to re-appoint Auditors and to authorise the Directors to determine their remuneration.

o to consider any other business of which due notice has been given.

Notes;
i. A member unable to attend is entitled to appoint a Proxy to attend and vote in his/her place.

ii. A Proxy need not be a member of the Company.
iii. A member wishing to vote by Proxy at the Meeting may use the Proxy Farm enclosed.

. Inorder to be valid, the completed Proxy Form must be lodged at the Registered Office of the Company not less than 48 hours before the
meeting.

V. The transfer books of the Company will be closed from 26th June 2006 to 30th June 2008, both days inclusive.

vi.  Provided the final dividend as recommended by the Board is declared, it is proposed that the dividend warrants be posted on 30th June
2008.

By Order of the Board

JOHN KEELLS HOLDINGS LIMITED

Keells Consultants Limited
Secretaries

24 May 2006
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.......................................................................................................................................................................................................................................... being a
member/s of John Keells Holdings Limited REreby @DPOINE ... oo of
.......................................................................................................................................................................................................................... or failing him/her

MR.

MR.

MR.

MR.

MR.

MR.

MR.

MR.

MR.

MR.

SUSANTHA CHAMINDA RATNAYAKE

AJIT DAMON GUNEWARDENE

GERARD SUMITHRA ABEYWARDENE GUNESEKERA

JAMES RONNIE FELITUS PEIRIS

EMMANUEL FRANKLYN GAMINI AMERASINGHE

SARAVANAMUTHU EASPARATHASAN

NIHAL CHANDRA VITARANA

TARUN DAS

STEVEN ENDERBY

MOHAMED VAZIR MUHSIN

of Colombo, or failing him
of Colombo, or failing him
of Colombo, or failing him
of Colombo, or failing him
of Colombo, or failing him
of Colombo, or failing him
of Colombo, or failing him

of India, or failing him

of India, or failing him

of USA

as my/our proxy to represent me/us and vote on my/our behalf at the Twenty Seventh Annual General Meeting of the Company to be held on Friday, 30th
June 2006 at 10.00 a.m. and at any adjournment thereof, and at every pall which may be taken in consequence thereof.

Signedonthis ..............oc.s dayof ..o

NOTE:

INSTRUCTIONS AS TO COMPLETION OF PROXY FORM ARE NOTED ON THE REVERSE THEREOF.

Two Thousand and Six.

Signature/s of Shareholder/s
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INSTRUCTIONS AS TO COMPLETION OF PROXY
1. Please perfect the Form of Proxy by filling in legibly your full name and address, signing in the space provided and filling in the date of signature.

2. The completed Form of Proxy should be deposited at the Registered Office of the Company at No. 130, Glennie Street, Colombo 2, not later than
48 hours before the time appointed for the holding of the Meeting.

3. If the Form of Proxy is signed by an Attorney, the relevant Power of Attorney should accompany the completed Form of Proxy for registration, if
such Power of Attorney has not already been registered with the Company.

4. If the appointer is a company or Corporation, the Form of Proxy should be executed under its Common Seal or by a duly authorised officer of the
company or Corporation in accordance with its Articles of Association or Constitution.

5. If this Form of Proxy is returned without any indication of haw the person appointed as Proxy shall vote, then the Proxy shall exercise his/her

discretion as to how he/she votes or, whether or not he/she abstains from voting. :

:

4

Please fill in the following details: :
Name S A 1
t

Address A PRI p
............................................................................................................ i

t

3

£

............................................................................................................ t

:

t

Jointly with S :
¢

t

SNArE FOlO NO. 1 )
{

t

:

1

1

t

't

L

t
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To request information or submit a comment/guery to the Company, please complete the following and retumn this page to -

Head of Investor Relations,
John Keells Holdings Limited,
P0O. Box 76,

130, Glennie Street,

Colombo 02, Sri Lanka.

Name

Permanent Mailing Address

Contact Numbers - (Tel}

Country Code  Area Code  Number

- {Fax) e e e
Country Code  Area Code  Number

E-mail

Name of Company
(If Applicable)

Designation
(If Applicable)

Company Address
(If Applicable)

Queries / Comments

Please tick {V) the appropriate box

Yes
Would you like to receive soft copies of the JKH annuat and interim reports via e-mail? D
Would you like to receive news and press releases of JKH via e-mail? |:]
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JOHN KEELLS HOLDINGS LIMITED CIRCULAR TO SHAREHCLDERS

29th May 2006
Dear Sir/Madam,

CAPITALISATION OF RESERVES AND ISSUE OF BONUS SHARES
The Board of Directors of your Company is pleased to
recommend to the shareholders a Bonus Issue of 57,163,177
fully paid ordinary shares of Rs. 10/- each to the holders of
ordinary shares in the Company as at end of trading on 13th
June 2006 in the proportion of one (1) new ordinary share for
every seven (7) existing ordinary shares held, by capitalising
a sum of Rupees Five Hundred & Seventy One Million Six
Hundred & Thirty One Thousand Seven Hundred & Seventy
(Rs. 571,631,770/-) being part of the total amount of Rupees

Five Billion Two Hundred & Eight Million Five Hundred & Sixty’

Nine Thousand conly (Rs. 5,208,569,000/-) standing to the credit
of the share premium account in the books of the Company as

at 30th April 2006.

These new shares, upon allotment, will rank pari passu in all
respects with the existing issued ordinary shares of the
Company, subject to approval of the shareholders, and in any
dividend declared after the date of issue. The new shares will
not be entitied to the 10% final dividend for the year ended
31st March 2006 which is to be declared at the Annual
General Meeting {AGM) to be held on 30th June 2006.

In allocating Bonus Shares the shareholding of the
shareholder, as appearing in the Central Depository Systems
{Pvt.) Ltd. {CDS) and the Shareholders Register maintained by
the Company will be aggregated in so far as the identity of
such shareholders is verifiable from the information available

with the Company.

Fractional entitlements of ordinary shares will not be allotted
to the relevant shareholders. Instead, the sum total of each
fraction of shares will be allotted to the person{s) nominated
as Trustees by the Directars. These shares will subsequently
be sold and the net sale proceeds will be distributed to the

members in the proportion of their fractional entitlement.

R

An application has been made to the Colombo Stock
Exchange for a quotation of the new ordinary shares and this
application has been approved in principle. Once the requisite
resolution has been. passed by the shareholders, the Board
will allot the new shares and issue Letters of Allotment to the
shareholders according to their entitlement with provision for

splitting and renunciation.

Please see your Letter of Allotment for instructions, which will
be posted to you after the Extraordinary General Meeting to

be held for this purpose.

The Share Certificates will be issued within 7 market days

from the last date of renunciation.

The requisite resolution to give effect to the above mentioned
Bonus Issue is set out in the attached Notice convening the
Extraordinary General Meeting. Members who are unable to
attend the meeting in person are requested to complete the
enclosed Form of Proxy {in accordance with the instructions
specified therein) and deposit it at the registered office of the
Company not less than 48 hours before the time appointed for

the meeting.

BY ORDER OF THE BOARD

JOHN KEELLS HOLDINGS LIMITED
SECRETARIES

KEELLS CONSULTANTS LIMITED
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NOTICE OF MEETING

NOTICE IS HEREBY GIVEN that an Extraordinary General
Meeting of the Shareholders of the Company will be held on
30th June 2006 at the Ceylon Chamber of Commerce, Nawam
Mawatha, Colombo 2, immediately after the Annual General
Meeting of the Company for the purpose of considering and if
thought fit, passing

AS AN ORDINARY RESOLUTION TO CAPITALISE RESERVES AND TO
ISSUE SAME AS BONUS SHARES

“That a sum of Rupees Five Hundred & Seventy One Million
Six Hundred & Thirty One Thousand Seven Hundred &
Seventy {Rs. 571,631,770/-} being part of the total amount
standing to the credit of the Share Premium Account in the
books ofcthe Company as at 30th April 2006 be appropriated as
capitalito and amongst the Shareholders or to their nominees
as at énd of trading dn 13th June 2006 in accordance with the
respective rights to which they are entitled upon a
capitalisation of Reserves and be applied in paying up in full
on behalf of the said Shareholders 57,163,177 ordinary shares
of Rupees Ten (Rs.10/-} each in the capital of the Company,
thereby increasing the Issued Share Capital from Rupees Four
Billion One Million Four Hundred & Twenty Two Thousand
Four Hundred. (Rs.4,001,422,400/-) to Rupees Four Billion Five
Hundred & Seventy Three Million Fifty Four Thousand One
Hundred & Seventy (Rs. 4,573,054,170/-) and that such
Ordinary Shares be issued and distributed as fully paid
Ordinary Shares amongst such shareholders or their

nominees in the proportion of one {1} new Ordinary Share for

JOHN KEELLS HOLDINGS LIMITED ANNUAL REPORT 2005 - 2006

every seven (7) Existing Ordinary Shares of Rupees Ten
(Rs.10/-} each held as at the said date, in satisfaction of their
respective share and interest in the said capitalised sum and
so that the new Ordinary Shares shall be issued on terms that
the new Ordinary Shares so issued shall rank pari passu in all
respects, including the right to participate in any dividend
declared after their issue, with the existing issued Ordinary
Shares of Rs.10/- each in the capital of the Company. The new
shares will not be entitled to the 10% final dividend for the
year ended 31st March 2006 which has been declared at the

Annual General Meeting (AGM) on 30th June 2006.

BY ORDER OF THE BOARD
JOHN KEELLS HOLDINGS LIMITED
SECRETARIES

KEELLS CONSULTANTS LIMITED

Colombo
29th May . 2006

Note: A Member who is unable to attend the meeting is
entitled to appoint a proxy to attend and vote in his or
her place. A proxy need not be a member of the

Company. A Form of Proxy accompanies this Notice.




FORM GOF PROXY

O ettt RS seeEE e Re AR ARS8 ARS8 R 18£S RS RO R SRS RR RS ae R AR ettt or failing him / her
MR. SUSANTHA CHAMINDA RATNAYAKE ' of Colombo or failing him

MR. AJIT DAMON GUNEWARDENE of Colombo or failing him

MR. GERARD SUMITHRA ABEYWARDANE GUNESEKERA of Colombo or failing him

MR. JAMES RONNIE FELITUS PEIRIS of Colombo or failing him

MR. TARUN DAS of Colombo or failing him

MR. SARAVANAMUTHU EASPARATHASAN ' of Colombo or failing him

MR. EMMANUEL FRANKLYN GAMINI AMERASINGHE , of Colombo or failing him

MR. NIHAL CHANDRA VITARANA of Colombo or failing him

MR. STEVEN ENDERBY v of India or failing him

MR. MOHAMED VAZIR MUHSIN of the United States of America

as my / our proxy to represent me / us and vote on my / our behalf at the Extraordinary General Meeting of the Company to be held at the
Ceylon Chamber of Commerce, Nawam Mawatha, Colombo 2 immediately after the Annual General Meeting of the Company on Friday 30th

June 2008, and at any adjournment thereof, and at every poll which may be taken in consequence thereof.

I/We, the undersigned, hereby direct my/ our proxy to vote for me / us and on my / our behalf on the specified Resolution as indicated by

the letter “X" in the appropriate cage:

For Against
ORDINARY RESOLUTION
CAPITALISATION OF RESERVES AND ISSUE OF BONUS SHARES
SIgNed 0N thiS ..o resesssnees (oF: 17 OO in the year Two Thousand and Six.

Signature of Shareholder

NOTE : INSTRUCTIONS AS TO COMPLETION OF PROXY FORM ARE NOTED ON THE REVERSE HEREQF.
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INSTRUCTIONS AS TC COMPLETION OF PROXY

1.

Please perfect the Form of Proxy after filling in legibly your full name and address, by signing in the space provided and filling

in the date of signature.

Please return the completed Form of Proxy to the Company, after indicating your instructions by fetter "X" in the box given
against the resolution in the body of the form overleaf. If there is any doubt as to how the Proxy should vote, the Proxy holder

will vote as he/she thinks fit,

The completed Form of Proxy should be deposited at the Registered Office of the Company, 130, Glennie Street, Colombo 2,
not later than 48 hours before the time appointed for the holding of the Meeting.

If the Form of Proxy is signed by an Attorney, the relative Power of Attorney should accompany the completed Form of Proxy

for registration, if such Power of Attorney has not already been registered with the Company.

If the Shareholder is a company or a body corporate, the Form of Proxy should be executed under its Common Seal in

accordance with its Articles of Assaciation or Constitution.
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